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findings,  evaluations  and  views  of  scholars,  statesmen  and  thinkers  on 
the  Indonesian  situation  and  its  problems.  It  is  also  a  medium  for  In- 
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pressed in  The  Indonesian  Quarterly  are  those  of  their  authors  and 
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ABSTRACTS 


INDONESIA  AND  THE  SEPTEMBER  11  ATTACKS:  DOMESTIC  REACTIONS 
AND  IMPLICATIONS 

By  Rizal  Sukma 

The  impacts  ct  the  September  1 1  attacks  felt  accross  the  globe  and  it  reinforced  the 
notion  of  the  borderless  world.  Indonesia  faced  with  an  formidable  challenge  in  handling 
the  Impacts  of  the  event  on  its  domestic  scene.  As  the  largest  Muslim  country  in  the  world, 
Indonesia's  reaction  to  the  September  attacks  and  the  subsequent  American-led  war 
on  terrorism  would  certainly  not  be  lost  on  the  US  and  on  the  international  community. 
The  article  analyzes  the  reaction  of  Indonesia  to  the  September  11  attacks.  The  event 
of  Sepcember  11  not  only  posed  serious  challenge  to  President  Megawati  since  it  took 
officej  in  July  2001,  but  also  demonstrate  the  new  dynamics  within  Indonesia  Islamic 
community  and  reinforced  the  importance  of  Islam  factor  in  domestic  politics. 

INDONESIA'S  EXTERNAL  TRADE  AND  COMPETITIVENESS:  ASSESSING  THE 
ECONOMIC  COSTS  OF  TERROR 

By  William  E.  James 

This  article  attempts  to  qualitatively  assess  how  the  September  11  attacks  and  related 
events  may  have  influenced  the  external  trade  and  competitiveness  of  Indonesia  using 
the  most  recent  available  data.  It  also  identifies  challenges  facing  Indonesia  and  the 
implication  of  Indonesia's  stance  on  the  fight  against  terrorism.  The  author  argues  that 
there  is  little  doubt  that  the  September  11  attacks  have  had  a  negative  impact  on  In- 
donesia's trade  and  competitive  position.  The  fact  that  recession  had  already  begun 
in  both  of  Indonesia's  major  export  markets  -USA  and  Japan-  before  the  attacks  oc- 
cured  .make  it  extremely  difficult  to  infer  the  extent  to  which  each  of  these  events  is  to 
be  blame  for  the  subsequent  downturn  in  export  and  imports. 

OECD  STANDARDS  ON  MONEY  LAUNDERING  AND  TERRORIST  FINANCING 

By  Jerry  W.  Rowe 

Money  laundering  is  organized  crime's  way  of  trying  to  disprove  the  adage  that  "crime 
doesn't  pay".  It  is  an  attempt  to  assure  df-ug  dealers,  illegal  arms  dealers,  corrupt  public 
officials  and  other  criminals  that  they  can  hide  their  profits  and  to  provide  them  the  fuel 
to  operate  and  expand  their  ciminal  enterprises.  In  an  attempt  to  combat  money 
laundering,  the  People's  Legislative  Assembly  of  Indonesia  enacted  a  money  laundering 
law  which  incorporate  many  of  the  recommendations  that  have  been  developed  and 
issued  by  the'  Financial  Action  Task  Force  (FATF).  The  article  discusses  the  recom- 
mendation of  FATF  and  offers  insight  into  the  next  phase  of  combatting  money  launder- 
ing and  terrorist  financing  in  Indonesia. 
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MOLUCCAN  INFLUENCE  ON  DUTCH  FOREIGN  POUCY 

By  Robert  Aspeslagh 

This  article  discusses  two  periods  in  the  history  of  the  Moluccan  community  in 
the  Netherlands.  The  first  periods  deals  with  the  violent  actions  of  the  Molluccans  in 
the  Netherlands  during  the  Seventies  and  their  consequences  for  Dutch  foreign 
policy  in  Indonesia.  The  second  deals  with  the  atrocities  in  the  Moluccans  during 
the  change  over  from  the  20th  century  into  the  new  Millennium  and  their  influence 
on  Dutch  foreign  policy  toward  Indonesia.  Both  periods  of  internal  and  external 
violence  with  regards  to  the  Netherlands  will  be  compared  in  the  light  of  different 
political  situation  in  Indonesia  and  changed  position  of  the  Moluccan  community  in 
the  Netherlands. 


THE  INDONESIAN  CRISIS  FROM  'KRISMON'  TO  'KRISTAL':  PERCEPTIONS  OF 
SOCIAL  AND  CULTURAL  IMPACT  IN  JAKARTA  AND  SEMARANG 

By  Yasmin  Sungkar 

This  article  studies  how  and  to  what  extent  people  are  effected  by  economic  problems 
and  captures  a  detailed  picture  of  people's  perception  of  various  issues  such  as  the 
economic  condition  of  their  personal  life  and  their  nation  in  general  and  their  govern- 
ment's policy  in  handling  the  crisis.  The  author  concluded  that  the  monetary  crisis 
has  seriously  impacted  the  economic  as  well  as  the  social,  culture  and  political  life  of 
Indonesia.  The  impact  of  the  crisis  on  social-cultural  aspect  of  national  and  develop- 
ment still  persist  and  will  require  years  to  address. 
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The  Rise  of  China:  A  Challenge  for  East  Asia 

jusuf  Wanandi 


CHINA'S  CURRENT  DEVELOPMENT 

THE  biggest  challenge  for  East 
Asia  in  the  longer  term  is  the 
China's  rise  as  a  great  power  in 
20  or  30  years  time.  Even  if  economies 
do  ncit  forever  grow  in  a  linear  line  up- 
wards as  the  East  Asian  crisis  of  1997 
ha";  shown.;  China  will  still  be  a  great 
power  in  the  next  40-50  years.  Only 
great  political  calamities,  such  as  the 
Great  Leap  Forward  in  1958-1962  or 
the  Cultural  Revolution  in  1966-1976, 
could  give  real  set-back  with  dire  con- 
sequences to  China.  At  this  point,  a 
political  crisis  could  create  some  in- 
stabilities, which  may  curb  her  economic 
development. 

While  the  political  system  and 
leaders  could  at  present  try  to  resist 
change,  it  becomes  a  natural  develop- 
ment for  a  fast  changing  society 
such  as  China,  because  the  economic 
development  has  been  running  fast 
and  for  a  long  period  of  time.  Such  a 
development  has  created  a  critical 
middle-class  group  who  demand  some- 


thing more  than  mere  economic  devel- 
opment. But,  if  handled  appropriately, 
namely  by  opening  the  political  system 
gradually,  it  should  not  become  a 
calamity  or  a  deep  crisis.  In  China,  the 
■economic  development  and  individual 
freedoms  have  improved  dramatically 
since  1979,  when  liberalization  of  the 
economy  started.  In  this  case,  she  ap- 
parently had  enough  reserves  in  the 
economy  and  some  flexibility  in  the  po- 
litical system.  Whether  that  is  adequate, 
however,  should  yet  be  seen  in  the 
next  few  years.  But  as  East  Asian 
countries,  especially  Indonesia,  have  experi- 
enced since  the  crisis  of  1997, 
China  will  always  need  some  correct- 
ions after  undergoing  long-term  devel- 
opment, and  for  further  development 
some  flexibility  and  openness  of  the  po- 
litical system  are  imperative. 

CHALLENGES  FOR  CHINA 

For  China  alone  the  challenges 
are  huge  because  of  the  country's 
magnitude  with  a  population  of  1.3 
billion  people.  With  such  a  large  size. 
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the  problems  also  become  huge,  albeit 
not  insurmountable.  The  problems  of 
discrepancies  in  economic  develop- 
ment between  over  300  million  people 
in  the  coastal  part  which  are  con- 
sidered middle  income  people,  and 
ainiost  1  billion  in  the  inner  parts  of 
China  which  are  considered  low  in- 
come people,  are  real  and  vast.  In  the 
coastal  part  the  economy  might  look 
as  NIE's,  with  per  capita  income  of 
US$2000  -  3000  per  annum  has  been 
achieved,  while  people  in  the  inland 
part  may  only  have  a  per  capita  of 
US$600 -800  annually. 

In  addition  to  the  problem  of  eco- 
nomic inequality  that  China  has  to  face, 
the  restructuring  of  the  banking  system 
and  t|ie  SOE  \have"not  been  going  very 
smoothly  and  the  pace  has  slowed  down 
due  to  the  threat  from  unemployment 
that  is  most  likely  to  increase  by  another 
50-100  million  people  on  top  of  the 
existing  200  millions  plus.  Besides,  the 
effects  of  WTO  membership  in  the 
medium  term  might  not  be  very  clear 
atpresent,  because  the  rules  that  has 
to  be  introduced  will  only  be  completed 
and  in  place  after  a  +  5-7  years  of 
transition.  Although  it  will  hurt  China 
on  the  one  hand,  because  she  has  to 
abide 'to  the  rules  of  the  WTO,  she  on 
the  other  also  will  become  more  com- 
petitive at  the  same  time. 

Another  challenge  for  China  is  the 
governance  problem.  The  same  as  in 
most  of  East  Asian  countries,  tran- 
sparency, judicial  and  legal  system, 
and    accountability    are    not  China's 


strength.  Therefore,  corruption  has  been 
high  and  inefficiency  is  very  real.  If 
fast  growth  of  the  economy  could  be 
maintained  then  all  the  changes  are 
not  going  to  hurt  so  much.  But  if  the 
economy  is  going  to  slow  down,  then 
the  impact  of  change,  including  be- 
cause of  the  WTO  will  be  much  greater. 

How  political  change  is  going  to 
impact  on  China's  development  re- 
mains a  big  question.  As  experienced 
by  other  East  Asian  countries,  China 
can  hardly  escape  the  fact  that  after 
a  period  of  20  years  or  so  of  quick 
and  steady  growth  of  7-9  percent 
annually,  a  correction  is  bound  to 
happen,  especially  if  a  full  open  eco- 
nomy is  going  to  be  established  (in- 
cluding in  the  financial  field).  As  a 
WTO  member,  all  what  China  -has 
to  do  is  to  open  its  economy  gradually 
in  the  next  5  to  7  years.  If  China  is 
wise,  it  will  learn  from  the  experiences 
of  other  East  Asian  countries,  also  on 
the  sequencing  of  the  opening  of 
the  economy.  In  so  doing  she  can 
control  the  pace  of  change  especially 
of  the  financial  system,  which  could 
really  be  a  critical  factor  for  macro- 
economic  stability.  Second,  a  fast  eco- 
nomic growth  of  2  decades  or  so  will 
change  the  society,  and  the  country 
will  have  a  larger  base  of  middle  class 
people,  who  will  be  pushing  for  political 
reforms. 

This  will  put  the  pressures  on  the 
government  to  open  up  the  political 
system  and  make  it  more  flexible.  This 
may  not  be  transformed   into  a  full- 
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fledged  democracy  immediately,  but 
definitely  a  more  open  system  that  now 
is  being  practiced  in  China.  China  must 
have  those  changes  in  place  in  the 
next  5-10  years.  Without  them,  the 
system  is  going  to  deteriorate  and 
changes  might  come  suddenly  paired 
with  dangerous  instabilities,  like  in 
Indonesia. 

This  could  create  dramatic  challenges 
to  the  existing  political  system.  Some 
studies  and  proposals  by  the  party 
and  CASS  (Chinese  Academy  of  Social 
Sciences)  have  been  made  in  order  to 
be  able  to  exactly  make  the  political 
system  more  open.  Although  the  studies 
and  the  proposals  are  realistic  and 
quite  courageous,  it  yet  has  to  be  seen 
whether  the  existing  leadership  is 
united  and  also  as  courageous  to  re- 
cognize the  problems  and  the  need 
for  change  and  above  all  are  willing  to 
implement  them. 

What  the  Party  tried  to  do  at  the 
village  level  with  elections  of  some 
officials  has  not  been  satisfying,  because 
it  was  not  done  consistently  while  the 
change  in  fact  was  very  limited.  Although 
at  this  stage  every  adult  above  40  has 
still  some  trauma  of  the  miseries  of  the 
cultural  revolution,  a  younger  gener- 
ation is  growing,  which  has  not  had 
the  b^d  experiences,  and  therefore  are 
more  willing  to  push  for  political  devel- 
opment and  political  change  in  the  future. 

So,  the  challenge  on  the  political  front 
is  real,  although  at  this  stage  there  is  no 
worry  about  a  collapse  of  the  system 
or  of  the  country  being  split  in  several 
states.  But  these  pressures  have  to  be 


addressed  and  changes  have  to  be 
brought  into  the  political  system,  before 
further  developments,  including  eco- 
nomic ones,  are  guaranteed  to  be  suc- 
cessful. 

CHINA'S  STRATEGIC  POSITION 

The  East  Asian  region  has  an  absolute 
interest  to  see  China  to  succeed,  because 
she  is  too  important  to  the  region  in 
every  sense.  Besides,  the  region  will 
be  much  more  worst  off  if  China  is 
going  into  a  crisis  and  damage  the 
region  again,  after  such  a  devastating 
crisis  since  1997.  If  China  is  going  to 
develop  steadily  and  could  overcome 
a  mild  political  or  economic  crisis  in 
a  positive  way,  which  is  one  scenario 
that  might  have  a  probability  to  happen, 
what  are  the  strategic  and  economic 
challenges  to  the  East  Asian  region  parti- 
culady  and  the  world  generally? 

in  strategic  terms,  China  is  going 
to  become  the  challenge  for  East  Asia. 
Hence,  the  main  question  is:  what  is 
China  going  to  do  if  she  is  going  to 
become  a  great  power  in  her  own  right, 
due  to  her  economic  and  military  might 
in  20-30  years  to  come?  Is  China  go- 
ing to  become  a  new  threat  to  the 
region,  because  she  is  going  to  reject 
the  status  quo  with  its  rules  and  in- 
stitutions or  is  she  going  to  adjust  and 
be  part  of  the  global  and  regional  sys- 
tem? If  for  signing  treaties  and  inter- 
national rules,  global  and  regional,  as 
well  as  participating  in  international  and 
regional  institutions,  are  considered  to 
be  the  criteria,  then  China  is  a  status 
quo   power   and    not   a  revolutionary 
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one,  challenging  existing  rules  and  in- 
stitutions. 

But  there  is  a  new  element  coming 
into  the  strategic  picture,  which  might 
have  consequences  for  China's  role 
and  challenges  in  the  future  as  a 
great  power.  That  is  the  emerging  new 
strategic  development  and  new  align- 
ments due  to  the  terrorist  barbaric  at- 
tack on  September  11  against  the  USA 
and  the  reactions  it  has  brought  to 
the  world,  particularly  to  the  Asia  Pa- 
cific region.  It  has  made  the  USA  to 
change  its  perceptions  on  how  world 
order  is  going  to  be,  what  new  chal- 
lenges are  lying  ahead,  and  how  new 
alignments  and  alliances  are  going 
to  be  developed.  Admittedly,  it  is  not 
clear  how  stable  and  enduring  these  de- 
velopments and  alignments  are  going 
to  be.  In  this  context,  China  is  belong- 
ing to  the  group  which  is  considered 
also  to  have  serious  terrorist  threats  from 
Xinjiang  province  particularly  from  Cen- 
tral Asia. 

To  face  those  challenges  China  and 
Russia  have  finalized  in  May  the  Shanghai 
Treaty,  where  four  other  central  Asian 
states  also  participated  in  the  efforts  to 
fight  terrorism,  among  others  supported 
by  Osama  bin  Laden  and  the 
Taliban  government.  China  has  sup- 
ported the  US  in  its  anti-terrorist 
policies,  including  the  military  opera- 
tions against  Osama  bin  Laden  and  the 
Taliban.  She  also  participates  in  the 
anti-terrorist  "coalition"  with  the  US, 
however,  cautious  and  limited.  Because 
of  these  new  developments,  the  worry 
in  East  Asia  that  strategically  China  as 


the  new  great  power  is  going  to  be- 
come the  new  challenge,  because  of 
her  struggle  against  the  status  quo  as 
defined  and  protected  by  the  US  and 
the  West,  has  been  somewhat  allevi- 
ated. But  again,  nothing  has  been  cast 
in  concrete  about  these  new  strategic 
alignments  and  developments,  and 
therefore  some  speculations  about  what 
could  happen  even  after  the  tragedy  of 
September  11,  could  be  an  important 
exercise.  Because,  despite  new  devel- 
opments in  strategies  and  alignments, 
some  basic  character  and  deep  prob- 
lems are  going  to  stay  of  the  region  as 
already  can  be  observed  in  the  last 
few  months.  Although  the  rethorics  might 
be  somewhat  different,  especially  on 
China's  side. 

The  earlier  worry  was  whether  China 
is  going  to  behave  as  status  quo  power, 
willing  to  abide  to  existing  rules,  norms 
and  institutions,  or  is  going  to  be  an 
ehierging  assertive  and  revolutionary 
power,  who  is  going  to  challenge  all 
of  that  naniely  the  rules,  institutions 
and  the  existing  power.  As  the  situation 
develops  today,  it  is  not  a  forgone 
conclusion  that  China  is  going  to 
be  a  revolutionary  power.  That  is  be- 
cause she  still  needs  a  peaceful  sur- 
rounding to  be  able  to  modernize  her- 
self and  she  could  not  afford  any 
confrontations  or  conflicts  for  some 
time  to  come.  This  is  considered  the 
last  chance  ,for  China  to  be  modernized 
and  to  be  able  to  cope  with  the  challenge 
and  burden  of  1.3  billion  people,  one 
fifth  of  the  total  world  population.  That 
is  why  she  would  like  to  abide  to  exist- 
ing norms,  rules  and  institutions,  al- 
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though  a  lot  has  been  new  to  her  es- 
pecially multilateral  institutions  except 
for  the  UN.  In  all  fairness  —although 
sometimes  her  tone  is  shrill  and  she 
seems  to  overreact  on  the  slightest 
reason  (since  history  is  still  a  big  burden 
to  her)—  she  has  not  been  a  complete 
spoiler  of  the  world  order  and  regional 
order,  but  is  more  opportunist  even  in 
the  Security  Council.  It  is  true,  that  she 
might  be  slow  and  sometimes  obstinate 
towards  new  proposals,  but  she  always 
tried  very  hard  to  give  a  decision  and, 
if  possible,  to  cooperate. 

Nevertheless,  the  Chinese  are  proud 
people  and  the  history  of  their  own  has 
been  so  important  to  them.  In  the 
longer  term,  after  20-30  years  of  suc- 
cessful economic  development  and 
steady  military  built  up  China  could 
still  assert  herself.  Tfiat  is  why  East 
Asia's  role  could  be  critically  important 
to  prevent  such  a  possible  confrontation 
between  an  emerging  great  power 
such  as  China  and  the  leader  of  the 
status  quo,  namely  the  US,  who  has 
the  ambition,  the  ideology  and  the 
political  will  to  lead  the  world. 
Whether  nationalism  and  China's  his- 
toric role  in  the  region  as  the  dominant 
power  will  be  pressures  to  do  the  Same 
again  in  the  region  leaves  a  question  mark. 

THE  IMPORTANCE  OF  MULTI- 
LATERAL INSTITUTIONS  TO  CHINA 

What  is  important  at  this  stage  is 
that  while  China  needs  the  region,  she 
has  to  be  involved  in  all  kinds  of 
global  and  regional  regimes  and  their 


institutions.  As  such  she  has  to  be  em- 
bedded in  them.  At  the  end  it  is  only 
natural  that  she  needs  to  get  herself 
used  to  such  an  involvement  after 
she  becomes  a  modern  and  developed 
country.  To  achieve  that  the  Asia  Pacific 
region  wide  institutions,  such  as  APEC 
and  the  ARF  (with  their  second  track 
institutions  such  as  PECC,  PBEC,  and 
CSCAP),  are  important  especially  having 
the  US  as  a  member.  But  lately  the 
ASEAN  plus  three  regional  mechanism 
consisting  of  the  ASEAN  10  plus  China, 
Japan  and  Korea  is  becoming  also  im- 
portant to  encourage  China  to  co- 
operate more  closely  v»^ith  the  region, 
among  others  because  of  the  East  Asian 
financial  crisis. 

There  has  been  a  common  need  to 
get  the  region's  member  countries  act 
together  before  outsiders  were  willing 
to  assist  and  support  East  Asia.  Besides, 
China  felt  more  comfortable  with  this 
regional  mechanism,  where  intrusiveness 
into  each  other  domestic  matters  will 
be  more  limited  and  indirect.  This 
type  of  cooperation  v/ill  be  limited 
mainly  to  economic  affairs,  while  po- 
litical ones  could  only  be  occasionally 
aired  if  there  will  be  a  consensus.  This 
is  mainly  at  the  request  of  China,  be- 
cause she  does  not  completely  trust 
multilateral  efforts  in  the  politico- 
security  field  as  yet,  except  for  the 
UN  where  she  has  a  veto  power. 

ASEAN  member  countries,  however, 
have  a  sort  of  special  relations  to  China, 
because  China  needs  them  in  case 
there  is  any  attempt  to  isolate  her  in 
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East  Asia.  On  the  one  hand,  this  is 
because  the  relationship  between  China 
and  Japan  has  not  been  completely 
stabilized  and  although  China's  re- 
lation with  South  Korea  is  in  an  ex- 
cellent state  of  affair,  South  Korea  is 
still  a  US  ally.  On  the  other  hand, 
ASEAN  consists  of  small  and  medium 
size  countries  who  are  political-dip- 
lomatic players  in  the  region  and 
sometimes  in  the  world  concerning 
the  region.  Besides,  they  could  hardly 
hurt  China.  Now  China  has  pro- 
posed a  free  trade  area  with  ASEAN 
to  be  concluded  in  2010,  which  is  a 
very  big  gesture  and  whose  mutual 
benefits  have  to  be  studied  seriously 
by  ASEAN.  About  the  South  China 
Sea,  although  ASEAN  has  the  ears  of 
China  for  a  peaceful  resolution,  it 
has  not  been  used  by  ASEAN  to  do 
anythling  substantial  about  it,  because 
ASEAN  itself  has  no  unified  proposal 
about  the  resolution  of  the  overlapping 
claims. 

Nonetheless,  the  code  of  conduct  has 
not  so  far  been  concluded  by  China 
after  more  than  two  years  of  ASEAN's 
initiative  and  proposal.  China  has  not 
yet  accepted  ASEAN's  initiatives  and 
seems  to  have  doubts  about  ASEAN's 
future  capabilities  after  the  Asian  eco- 
nomic crisis.  In  this  case,  ASEAN  should 
first  get  their  act  together  to  be  effective. 
Second,  ASEAN  has  to  increase  co- 
operation with  the  US.  Because  the  US 
is  the  most  important  trading  partner 
and  investor,  who  has  kept  stability 
and  peace  in  the  region  since  World 
War  II.  The  efforts  to  get  China  in- 


volved in  the  region  and  becoming  a 
status  quo  power  is  a  long-term  effort; 
and  ASEAN  has  to  do  that  with  others 
in  the  East  Asian  region  to  have  the 
same  impact.  Nonetheless,  In  the  end 
the  role  of  the  US  could  be  the  most 
crucial  one  in  relation  to  China's  future 
policies,  because  only  the  US  can 
balance  China  and  at  the  same  time 
determine  whether  China  is  going  to  be 
a  status  quo.  power  or  not  in  the  future. 
In  this  effort  to  anchor  China  in  global 
and  regional  order,  at  least  the  support- 
ing role  of  ASEAN  and  the  ASEAN  plus 
3  have  to  be  included  and  be  recogn- 
ized as  well. 

The  existing  fear  in  the  region  is 
whether  a  confrontation  between  China 
and  the  US  could  become  a  reality. 
That  possibility  has  somewhat  been 
alleviated,  due  to  a  common  threat 
after  the  tragedy  of  September  1 1 .  Yet, 
the  potential  is  still  there,  because  the 
basic  problems  are  very  real  especially 
the  problem  of  Taiwan.  Like  in  the 
Cold  War  when  some  joint  operation 
against  the  Soviet  Union  was  possible, 
that  possibility  against  terrorism  could 
also  happen.  It  seems  that  some  worry 
remains  real  about  cooperation  on 
both  sides.  Also  the  Taiwan  question 
has  not  been  put  in  the  backburner  or 
concerns  on  human  rights.  Hence,  at 
least  the  rethorics  is  less  brittle  and  i-e- 
lations  at  the  highest  level  have  been 
maintained  actively.  For  ASEAN  and 
Indonesia  these  new  developments  are 
good  enough,  because  they  increase 
stability  of  the  region  and  should  be 
supported. 
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THE  ECONOMIC  CHALLENGE  FOR 
CHINA 

So  far  bilateral  relations  between 
China  and  Indonesia  have  been  stable, 
and  therefore  a  lot  could  be  done  if 
Indonesia  could  come  up  with  initi- 
atives and  bring  it  to  the  attention  of 
China.  China  has  considered  Indonesia 
as  a  leader  of  ASEAN  and  still  has  a 
high  regard  for  it,  despite  the  prolonged 
crisis  it  has  to  undergo.  But  Indonesia 
has  to  recognize  what  she  could  and 
should  do  with  China  at  the  regional 
level  and  at  the  bilateral  level,  because 
both  are  important  and  should  be 
pursued.  What  is  now  coming  to  the 
fore  in  the  bilateral  and  regional 
relations  between  China  and  Indonesia 
is  the  economic  relations.  China's  eco- 
nomy has  increased  so  dramatically  in 
the  llast  few  years,  while  the  other 
East  Asian  ones,  especially  Indonesia, 
was  in  the  doldrums  since  1977.  There- 
fore, the  challenge  from  China  at  this 
stage  has  become  more  economically 
than  strategically.  The  economic  chal- 
lenge is  more  urgent  and  immediate 
while  the  strategic  one  is  more  in  the 
medium  and  long-term.  Immediately, 
however,  it  should  be  stressed  that 
economic  relations  and  challenges  are 
non-zero-sum  game  relations,  which 
couldi  include  challenges  but  also 
beneficial  cooperation  for  both  eco- 
nomies. For  Indonesia,  China  has  be- 
come a  much  more  stronger  economic 
and  could  be  devastating  to  some  sec- 
tors of  the  industries  that  are  labor  in- 
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tensive  and  export  earners,  such  as 
textile,  garment  and  footwear.  China's 
economy  no  doubt  will  be  mainly 
felt  in  East  Asia.  Her  influence '  depends 
on  the  future  of  the  evolution  of  its 
economic  reform  program,  the  imple- 
mentation of  WTO  rules  and  agreements 
and  on  the  strategic  developments  in 
East  Asia  and  her  future  role. 

Furthermore,  it  is  critical  for  other 
economies,  including  Indonesia,  to  un- 
derstand China's  economic  develop- 
ments and  find  out  how  to  prevent 
devastating  competition.  That  means  how 
to  find  niches,  complementary  op- 
portunities and  benefit  from  China's  fast 
growing  domestic  markets.  Over  half 
of  China's  trade  is  with  Asian  partners 
and  the  most  important  ones  are  Hong 
Kong  where  China  has  become  a  lead- 
ing trading  partner,  for  Japan  China  is 
the  second,  for  Taiwan  China  is  the  third, 
for  Korea  China  is  the  third,  and  for 
ASEAN  China  is  the  fourth,  for  Aus- 
tralia China  is  the  fifth  trading  partner. 

Roughly  three  quarter  (75%)  of 
China's  cumulative  inbound  FDI  has 
come  from  Asian  economies,  and 
China  has  become  the  largest  FDI  des- 
tination for  Hong  Kong,  Taiwan  and 
Singapore,  the  second  leading  destination 
for  South  Korea  and  the  leading  Asian 
destination  for  Japan.  At  the  same  time, 
almost  80%  of  all  FDI  into  East  Asia 
last  year  was  to  China. 

As  could  be  expected,  China  first 
and  foremost  was  competing  with  the 
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economies  of  Malaysia,  Thailand,  the 
Philippines  and  Indonesia,  since  they 
have  been  mostly  dependent  on  foreign 
investment  and  technology  that  now 
have  been  flowing  into  China  and  do 
not  have  the  ability  to  move  up  the 
value-added  ladder  rapidly.  On  the  other 
hand,  the  displacement  of  export- 
oriented  manufacturing  activities  from 
Hong  Kong,  Taiwan,  South  Korea  and 
Singapore  occurred  with  limited  dis- 
rupting, since  the  decentralization  of 
lower  level  manufacturing  activities  have 
helped  them  to  enhance  competitive- 
ness and  re-deploy  resources  to  more 
valuable  activities. 

Low  labor  costs,  flexible  labor  practices 
and  foreign  investment  has  allowed 
China  to  become  the  world's  leading 
producer  and  exporter  of  garment  and 
related  products.  The  sector  accounts 
for  about  a  quarter  of  China's  exports, 
a  seventh  of  industrial  employment,  and 
6%  of  total  industrial  output.  They  have 
also  expanded  production  to  all  gar- 
ments and  price  points.  And  that  has 
been  achieved  despite  its  access  to 
major  markets.  Once  China  joints  the 
WTO,  it  will  be  eligible  for  more  favor- 
able treatment  and  becomes  much 
more  competitive. 

According  to  the  US  International 
Trade  Commission,  China's  share  of 
the  US  clothing  market  could  increase 
by  20  percentage  points  (to  more  than 
30%)  and  that  of  the  world  clothing 
market  by  more  than  6  percentage 
points  (to  roughly  38%)  by  2006.  And 


most  gains  come  at  the  expense  of 
other  Asian  countries.  China's  vast  re- 
serve army  of  relatively  inexpensive, 
highly  productive  labor,  combined 
with  improving  infrastructure,  already 
has  caused  several  companies  organ- 
ized and  controlled  by  Hong  Kong  to 
plan  a  shift  of  production  from  South 
East  Asia  to  China.  Such  a  shift  could 
have  a  dramatic  impact  on  economies 
using  the  garment  industry  as  their 
first  step  in  industrialization. 

The  same  is  happening  with  the 
electronic  industry,  where  China  will 
attract  in  the  future  complete  productiori 
chains  with  low  cost  assembly  labor, 
improving  technical  sophistication  and 
immediate  access  to  one  of  the  world 
largest  markets.  Asian  economies  with 
the  technical  capabilities  to  stay 
ahead  of  China  will  benefit.  Others  that 
rely  on  foreign  technology  capabilities 
and  designs,  will  find  their  positions 
threatened  by  China.  But  in  addition 
to  its  complementary  and  competing 
role,  China  also  will  emerge  as  a 
market,  an  investor,  and  a  development 
partner  for  East  Asian  economies. 

With  a  population  approaching  1.3 
billion  China's  domestic  market  is  a  big 
attraction.  Besides,  inhibitions  such  as 
limitations  on  imports,  low  purchasing 
power,  inefficient  distribution,  geograph- 
ically fragmented  markets  and  a  host 
of  restrictions  will  be  mostly  lifted  under 
China's  WTO  agreements.  New  oppor- 
tunities will  be  found  initially  in  in- 
dustries   in    which    China's  domestic 
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producers  are  inefficient  or  where  de- 
mand remains  unmet,  including  some 
manufacturing  industries,  agriculture, 
and  many  service  industries.  Although 
Chinai  will  be  a  big  market,  but  is  not 
necessarily  for  all  East  Asian  economies. 
Japan  and  South  Korea  will  find  markets 
for  advanced  components,  capital  goods, 
and  infrastructure. 

Hong  Kong  will  find  markets  espe- 
cially for  its  service  industry.  Taiwan 
will  find  markets  for  technology-based 
products.  Other  industries  are  not  get 
clear  in  their  comparative  advantage. 
Manufacturing  is  not  a  great  advantage 
against  Chinese,  while  their  services 
might  not  be  adequately  advanced  to 
compete.  Maybe  resource-based  pro- 
ducts such  as  oil,  timber  products, 
materials,  agricultural  goods,  and  some 
niche  manufacturing  products  could 
be  their  advantage. 

THE  ECONOMIC  ROLE  OF  CHINA 
IN  THE  REGION 

China  is  becoming  an  important  in- 
ternational investor.  That  has  b,ecome 
very  real  in  Hong  Kong,  where  they 
have  prominent  positions  in  banking, 
foreign  trading,  and  construction.  Be- 
cause it  has  been  a  recent  phenomena, 
the  amount  is  still  small  in  comparison 
with  the  size  of  their  economy.  And 
they  have  still  some  constraints  due  to 
recent  opening  of  China's  economy, 
difficulties  in  obtaining  capital  and 
history  of  state  ownership.  In  energy 
already  they  started  big  for  their  own 


energy  need  and  sufficiency.  If  they 
have  developed  international  compet- 
itive companies,  more  will  come. 

China  can  be  a  partner  with  neigh- 
boring economies  through  participation 
in  specific  regional  infrastructure  and 
development  programs  such  as  the 
Mekong  Development  Project,  which 
focuses  on  transportation,  energy, 
trade,  communication,  and  investment. 
China  is  helping  to  develop  oil  fields 
and  pipelines  in  Central  Asia.  And 
future  developments  in  Siberia  will 
also  be  a  real  potential  field  for  China 
to  participate. 

In  sum,  it  could  be  concluded  that 
ASEAN  will  face  tough  competition  from 
China  for  export  markets  and  invest- 
ment. In  the  short  term,  ASEAN's  polit- 
ical and  economic  difficulties  are  hurting 
South  East  Asia.  In  the  long-term,  the 
economic  weight  of  North  East  Asia 
threatens  to  make  it  a  sideshow.  And 
that  can  even  be  true  for  Singapore. 
They  have  to  accelerate  the  integration 
of  their  markets  and  domestic  reforms. 
They  have  to  retain  portions  of  traditional 
export  markets  while  serving  growing 
demand  for  resource-based  products  and 
niche  consumer  goods  in  China. 

The  economies  that  will  benefit  from 
China  are  those  that  can  penetrate 
growing  Chinese  markets,  develop  com- 
plementary relations  with  the  Chinese 
economy,  attract  investment  from  China 
and  create  development  partnerships 
with  China. 
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CONCLUDING  REMARKS 

China  is  already  a  big  influence  in 
East  Asia  and  will  be  nnore  powerful 
in  the  future.  If  China  can  overcome 
in  thfe  next  5-10  years  her  political 
and  economic  challenges  due  to 
changes  because  of  her  dramatic  eco- 
nomic growth  and  development,  she 
is  for  sure  becoming  a  great  power 
regionally  and  globally  in  the  next 
20  years  or  so. 

The  strategic  challenges  arising  from 
such  a  development  will  be  great,  es- 
pecially to  East  Asia,  namely  how  China 
is  going  to  adjust  to  her  status  and 
power:  a  revolutionary  power  willing 
to  change  the  international  and  regional 
system  and  balance  of  power  or  be- 
coming another  status  quo  power  main- 
taining stability  and  peace  in  the  region 
and  globally.  The  new  strategic  devel- 
opmefhts  and  alignments  due  to  the 
dramatic  and  tragic  events  of  September 
11,  would  make  the  outcome,  especially 
in  her  relations  with  the  US,  as  the 
only  super  power,  more  peaceful  than 
might  be  expected  before,  although  the 
basic  issues  between  the  US  and  China 
are  huge  and  deep  divides  that  are  not 


easy  to  be  solved  and  need  constant 
attention  on  both  sides.  However,  in 
the  meantime  it  will  be  wise  for  East 
Asia  to  commit  China  to  the  web  of 
rules  and  institution  in  the  region  and 
in  so  doing  get  her  long-term  commit- 
ment to  the  status  quo. 

In  the  economic  field,  China  will 
be  an  immediate  competitor  but  also 
partner  in  the  medium-term.  For  South 
East  Asia,  it  means  hard  work  to 
study  the  Chinese  economy  and  its 
future  development  and  preparing 
themselves  to  adjust  and  restructure, 
and  particularly  getting  their  markets 
integrated  to  have  a  fighting  change 
to  compete  with  China.  China's  market 
opens  up  also  an  opportunity  especi- 
ally after  WTO  rules  make  it  more 
transparent  and  more  rule-based.  China 
is  also  becoming  investor  in  the  medium- 
term  and  partner  for  the  region's  eco- 
nomic development. 

In  any  event.  East  Asia,  particularly 
ASEAN,  and  of  course  Indonesia  has 
to  pay  more  attention  to  China's  chal- 
lenges and  opportunities.  They  are  big 
challenges  but  also  good  opportunities 
if  East  Asia  could  do  their  utmost. 
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War  against  Terror:  Lessons  for  Indonesia* 

Bantarto  Bandoro 


THE  Sept.  1 1  terrorist  attacks  on  the 
United  States  in  which  thousands 
of  innocent  lives  were  lost  has  led 
Indonesia  and  other  members  of  the  As- 
sociation of  Southeast  Asian  Nations 
(ASEAN)  to  join  the  American-led  global 
war  against  international  terrorism. 

The  war  against  terrorism  will  be  a 
never  ending  battle  as  the  U.S.  continues 
to  seek  stronger  commitment  from  the 
countries  in  the  region,  especially  the 
Philippines,  Malaysia  and  Indonesia,  of 
which  the  latter  two  are  considered  to 
be  the  operational  bases  for  Jemaah 
Islamiah,  a  radical  Islamic  group  allegedly 
linked  to  al-Qaeda  attempting  to  carve 
out  an  Islamic  state. 

The  government  of  Megawati  Soekar- 
noputri  has  long  denied  the  presence 
of  substantial  terrorist  networks  in  the 
archipelago  -  but  it  has  taken  US$50 
million  from  Washington  to  assist  security 
forces  in  the  antiterrorist  struggle. 

Indonesia's  has  been  viewed  as  some- 
thing of  a  laggard  in  this  global  war,  not 
only  by  the  U.S.,  but  also  even  by  its 
friends  in  the  region,  Malaysia  and  Singa- 
pore. Since  Sept.  1 1  Indonesia  has  always 


*This  article  was  first  appeared  in  The  Jakarta 
Post,  6  September  2002. 


been  on  the  U.S.  international  policy 
agenda,  because  it  allegedly  is  a  haven 
for  terrorist  groups.  Singapore  has  also 
accused  Indonesia  of  being  a  safe  ground 
for  nurturing  terrorist  activities. 

Either  independently  or  within  the 
context  of  ASEAN  Indonesia  has  now 
been  integrated  into  an  antiterrorist 
network.  Washington  believes  that  Indo- 
nesia could  play  a  crucial  role  in  ensuring 
that  "militant  Islam'  does  not  spread 
and  thus  jeopardize  regional  peace  and 
security. 

But  the  existence  of  Indonesia  in  such 
networking  will  not  automatically  elimi- 
nate the  already  strong  image  held  by 
certain  members  of  the  international 
community  that  our  country  is  hospitable 
toward  international  terrorists.  Counter- 
terrorism  experts  have  long  insisted  that 
Indonesia  has  served  as  both  a  staging 
area  and  refuge  for  terrorists. 

Indonesia  participation  in  the  antiter- 
rorist coalition  still  has  to  be  tested  as 
the  country  continues  to  face  difficulties 
in  arresting  or  detaining  'radical'  Indo- 
nesian Muslim  leaders  accused  by  for- 
eign countries  as  having  al-Qaeda  con- 
nections. The  government  always  feels 
it  needs  to  convince  foreign  envoys  of 
its  determination  to  fight  terrorism.  But 
Indonesia  lacks  the  capability  to  do  so. 


CURRENT  EVENTS 
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One  of  the  effects  of  Sept.  11  is  that 
Indonesia  is  considering  an  antiterrorist 
law,  among  other  things.  The  idea  that 
the  law  be  introduced  to  curb  terrorist 
activities  has  caused  strong  opposition 
from  certain  sectors,  arguing  that  the  law 
may  lie  used  to  oppress  certain  groups 
in  the  country.  Given  its  controversy 
there  are  further  doubts  of  when  it  will 
become  effective. 

Many  in  the  West  have  attempted  to 
link  the  issue  of  terrorism  with  demo- 
cracy and  Islam.  International  campaigns 
against  global  terrorism  serves  as  a  kind 
of  wake-up  call  for  Indonesia  to  start 
thinking  of  combining  democracy  and 
Islam.  Perhaps,  it  is  through  such  a 
course  that  Indonesia  will  gain  more 
sympathy  from  the  West,  the  U.S.  in 
particular. 

Indonesia  is  now  embarking  on  a 
fragile  experiment  of  democracy.  A 
successful  management  of  the  process 
by  the  present  and  future  government 
will  make  the  country  the  third  largest 
democracy  in  the  world  and  in  the 
Muslim  world.  But  if  the  experiment 
fails,  the  country  will  definitely  become 
a  source  of  gravity  for  possible  extremist 
activities,  thus  guaranteeing  another  big 
blow  to  Indonesia. 

Despite  appreciation  from  the  U.S. 
of  Indonesia's  perceived  seriousness  in 
fighting  terrorism,  we  will  still  be  closely 
watched  by  the  international  community 
as  to  whether  we  will  fully  respect 
human  rights.  This  is  the  kind  of  issue 
often  linked  to  the  role  of  the  military. 


If  the  Indonesian  Military  (TNI)  is  going 
to  prevail  over  terrorism,  they  have  to  do 
it  in  a  way  that  respect  human  dignity. 

The  antiterrorist  campaign  has  paved 
the  way  to  normalizing  the  two  countries' 
military  ties,  cut  three  years  ago  be- 
cause of  human  rights  abuses.  It  allows 
aid  to  flow  again  to  the  military.  It  is 
not  an  exaggeration  to  say  that  the 
current  antiterrorist  campaign  makes  TNI 
the  victor. 

The  plati  to  resume  the  International 
Military  Education  and  Training  (IMET) 
as  well  as  the  involvement  of  Indonesian 
officers  in  a  counter-terrorism  fellow- 
ship program,  provided  by  the  U.S.,  will 
help  the  TNI  to  improve  its  capability 
or  to  improve  its  military  organization 
within  a  democratic  system. 

One  cannot  deny  the  importance  of 
the  military  factor  in  combating  terror- 
ism. The  TNI  must  therefore  be  extra 
careful  in  using  its  military  assistance 
so  as  not  to  create  the  impression  that 
they  are  using  the  aid  for  other  purposes 
other  than  defending  the  nation  against 
any  possible  external  threats. 

Critics  say  that  providing  the  Indo- 
nesian Military  with  new  arsenals  and 
other  equipment  is  ineffective  in  curbing 
radical  groups,  arguing  that  the  U.S. 
should  not  commit  violence  against 
such  groups,  to  prevent  resistance  grow- 
ing even  stronger. 

It  is  unlikely  that  U.S.  troops  will 
set  their  boots  on  Indonesian  soil  as 
they  did  in  the  Philippines,  but  even 
without  this,  the  actions  of  socalled 
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radical  groups  have  already  generated 
fears.  Indonesia  therefore  should  not 
also  ignore  the  possibility  of  such  groups 
serving  as  a  kind  of  proxy  of  international 
militant  groups  linked  to  the  al-Qaeda 
netv/ork.  This  is  where  Indonesia  needs 
to  haye  reliable  intelligence  networking 
to  detect  the  linkage  and  the  capability 
to  deal  with  terrorist  elements,  and  this 
can  be  accomplished  only  with  the  co- 
operation of  other  countries. 

The  global  war  on  terror  will  be  a 
long  lasting  one  and  the  endurance  of 
its  strategy  will  be  tested  against  the 
true  commitment  of  the  participants  in 


the  war.  The  war  on  terror  has  placed 
Indonesia  on  center  stage  in  the  inter- 
national policy  agenda  of  the  U.S.;  and 
the  country  cannot  avoid  being  cited 
as  a  safe  haven  for  terrorist  activities 
unless  it  is  willing  to  show  that  it  is 
not  all  mere  talk  about  terrorism. 

Although  Foreign  Minister  Hassan  VVi- 
rayuda  has  said  that  the  country  has  done 
quite  a  lot  since  Sept.  11,  the  question  re- 
mains as  to  how  far  Indonesia  is  willing 
to  go  in  the  war  against  terror,  and 
whether  Indonesia  will  maintain  its  main 
defense  that  some  preachers  merely  sound 
"radical",  and  that  they  are  not  terrorist. 


FROM  THE  TRENCHES 

The  First  Year  of  Indonesia's  Crisis  of  1997/98 
as  Seen  from  the  World  Bank's  Office  in  Jakarta 

Written  by:  Lloyd  R.  Kenward 
Published  by.  CSIS,  Jakarta 

This  book  provides  an  analysis  of  the  first  year  of  Indone- 
sia's crisis  taking  place  in  1997-1998.  It  is  written  from  the 
perspective  of  someone  who  had  the  opportunity  to  ob- 
serve the  development  and  the  impact  of  the  crisis  from  a 
strategic  position:  as  an  economist  sitting  in  the  V^orld  Bank 
country  office  in  Jakarta.  The  book  is  therefore  an  important 
contribution  to  the  growing  literature  on  the  Indonesian 
economic  crisis  for  two  reasons.  First,  it  provides  the  general 
audience  with  a  readable  account  on  the  evolution  of  the 
crisis.  Second,  it  also  presents  a  detailed  economic  analysis 
for  the  specialized  reader  coming  from  the  academic  or  policy 
making  community. 

The  book  consists  of  three  chapters.  Chapter  I  presents  a  concise  account  of  Indonesia's 
economic  performance  prior  to  the  crisis.  Chapter  II  provides  a  very  detailed  chronological 
review  of  the  first  year  of  the  crisis.  The  main  lessons  and  conclusions  that  emanate 
from  the  analysis  are  highlighted  in  Chapter  III. 

The  book  serves  as  a  good  example  of  a  comprehensive  political  economy  approach,  as  it 
manages  to  put  economic  analysis  into  a  proper  political  context.  Therefore,  this 
publication  is  recommended  for.  those  who  are  interested  in  Asian  economic  crisis  in 
general  and  Indonesian  economic  policies  in  particular. 
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REVIEW  OF  ECONOMIC  DEVELOPMENT 

Some  Concerns  Over  Indonesians 
Economic  Recovery 

Staff,  Department  of  Economics,  C5IS 


INTRODUCTION 

ALTHOUGH  the  overall  economic 
performance  is  relatively  flat,  there 
is  some  good  news  on  the  eco- 
nomy. Economic  growth  has  been  ac- 
celeralting  since  the  fourth  quarter  of 
2001,  particularly  since  the  9-11  tragedy. 
Exports  steadily  improve  despite  the 
overall  export  performance  that  remains 
weak.  Inflation  rate  is  declining  to  about 
10%  (y-o-y)  and  is  expected  to  reach 
a  single  digit  inflation  by  the  end  of  the 
year;  and  the  Rupiah  is  steadily  ranging 
between  Rp  8,600-9,000  per  US$.  Apart 
from  these  positive  developments,  we 
have  serious  concerns  whether  the  in- 
creasing growth  can  be  sustained. .  The 
source  of  growth  remains  fragile:  pri- 
vate consumption  is  leveling  off,  manu- 
facturing growth  is  waning,  export  re- 
covery is  fragile,  and  foreign  investment 
is  disappointing.  We  believe  that  eco- 
nomic growth  will  be  about  3.7%  by 
the  e(id  of  the  year,  which  is  lower  than 
the  targeted  official  growth  of  4%  in  2002. 


We  also  have  a  great  concern  over 
the  foundation  for  sustainable  growth, 
especially  the  legal  system.  Controversial 
and  unpredictable  decisions  made  by 
the  Indonesian  courts  are  still  the  factors 
that  discourage  foreign  investors,  hence 
hindering  the  prospect  of  economic  re- 
covery. At  the  same  time,  investors  are 
facing  great  uncertainty  in  the  labor 
market,  which  is  expected  to  remain  for 
some  time  in  the  future  because  of  the 
prolonged  controversy  over  labor  relation 
laws. 

ECONOMIC  GROWTH 

The  recent  data  published  by  the 
Central  Board  of  Statistics  clearly  show 
that  year-on-year  economic  growth  is  ac- 
celerating, from  the  lowest  at  1.6%  in 
the  fourth  quarter  of  2001  to  3.5%  in  the 
second  quarter  of  2002  (Figure  1).  How- 
ever, in  order  to  achieve  the  government's 
target  of  4%  growth  this  year,  the  eco- 
nomy should  necessarily  grow  by  5.1% 
(y-o-y)  in  the  second  semester  2002  — 
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an  ambitious  target  that  will  not  likely  be 
achieved  considering  the  past  experience. 

From  the  expenditure  side,  the  growth 
•  of  private  and  government  consumption 
remains  high.  Table  1  shows  that  pri- 
vate consumption,  especially  non-food 
consumption,  remains  strong  at  more  than 
12%  year-on-year  in  the  second  quarter 
of  2002.  This  consumption  boom  is  also 
experienced  by  Malaysia,  Thailand  and 
Korea  but  the  prospect  of  continuing  high 
consumption  growth  might  be  more 
limited  in  Indonesia  because  households 
and  corporations  have  been  scaling  back 
their  saving  rates  to  maintain  their 
standard  of  living  and  business  operations. 
The  share  of  private  consumption  in 
GDP  ratio  has  gone  up  substantially  during 
the  crisis  from  about  62%  of  GDP  in 
1996  to  around  70%  recently.  However, 
it  remains  to  be  seen  whether  or  not  the 
increasing  trend  will  continue. 

The  growth  of  overall  investment 
remains  weak,  mainly  because  of  the 
poor  performance  of  foreign  investment. 


On  the  contrary,  we  suspect  that  the 
growth  of  domestic  investment  might 
have  been  underestimated  for  two  reasons. 
First,  household  expenditures  for  main- 
taining and  repairing  of  dwellings  are 
not  recorded  under  the  current  data. 
Second,  the  gross  capital  formation  figure 
might  underestimate  the  investment  act- 
ivities by  small-scale  enterprises  (SMEs). 
On  the  other  hand,  we  assume  that  the 
changes  in  stock  (which  is  the  residual 
component  in  calculating  the  growth 
figures)  have  been  over  estimated. 

From  the  production  side  (see  Table 
2),  agriculture  was  the  biggest  contri- 
butor to  overall  growth  in  the  second 
quarter  of  2002  (contributing  to  43.7% 
of  total  growth),  followed  by  manu- 
facturing (19.2%)  and  transportation 
and  communication  (17.6%).  The  ad- 
verse impact  of  El-Nino  on  agriculture 
turned  out  to  be  mild,  at  least  in  the 
first  semester  of  this  year.  In  contrast, 
the  manufacturing  sector  has  not  been 
performing  well.  Its  annual  growth  has 


Table  1 


ECONOMIC  GROWTH  BY  EXPENDITURE  (YEAR-ON-YEAR) 


2001 


2002 


Items 

Q1 

Q2 

Q3 

Q4 

Q1 

Q2 

Private  Consumption 

4.0 

4.7 

5.8 

9.2 

7.1 

6.4 

Of  which  foods 

1.0 

2.5 

2.3 

3.5 

1.1 

1.1 

Of  which  non-foods 

7.6 

7.1 

9.8 

15.8 

13.6 

12.1 

Government  Consumption 

6.0 

4.2 

11.9 

11.0 

8.8 

9.4 

Gross  Fixed  Capital  Formation 

18.9 

7.7 

-0.8 

-7.1 

-6.9 

-3.7 

Exports 

18.4 

8.0 

-2.6 

-12.9 

-5.2 

-7.1 

Imports 

50.7 

37.2 

-3.7 

-29.8 

-25.7 

-21.6 

GDP 

4.8 

3.8 

3.1 

1.6 

2.2 

3.5 

Source:  Central  Board  of  Statistics. 
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Table  2 


ECONOMIC  GROWTH 

BY 

SECTOR 

OF  PRODUCTION  (YEAR-ON-YEAR) 

2001 

2002 

Hems 

02 

Q3 

Q4 

Q1 

Agriculture 

2.6 

1.2 

-1.2 

-2.4 

-1.4 

6.3 

Mining  and  Qarrying 

6.8 

-0.3 

-2.4 

-5.9 

-2.3 

1.8 

Manufacturing 

4.2 

4.8 

4.7 

3.6 

3.7 

2.5 

Electricity,  gas  and  water 

7.3 

9.9 

8.9 

7.6 

7.9 

4.7 

Construction 

6.2 

5.7 

3.5 

0.7 

1.7 

2.4 

Trade,  hotel  and  restaurant 

6.8 

5.5 

5.7 

2.6 

3.4 

3.7 

Transportation  &  Communication 

6.4 

7.0 

7.6 

8.9 

8.4 

8.2 

Finance 

3.9 

3.4 

2.7 

2.0 

2.7 

2.6 

Services 

1.3 

1.6 

2.3 

2.7 

1.5 

0.4 

GDP 

4.8 

3.8 

3.1 

1.6 

2.2 

3.5 

Source:  Central  Board  of  Statistics. 


been  decelerating,  from  4.8%  In  the 
second  quarter  last  year,  to  3.7%  in  the 
first  quarter  this  y^ax,  and  2.5%  in  the 
last  quarter,  which  was  the  lowest  since 
1999.  The  manufacturing  sector  is  the 
largest  sector  in  the  economy,  contribut- 
ing to  about  26%.  of  the  GDP.  In  this 
case,  a  weakening  growth  in  this  sector 
will  consequently  lead  to  slower  overall 
growth. 

In  summary,  Indonesia's  economic 
growth  will  continue  to  depend  on  pri- 
vate consumption  at  least  in  the  next 
several  quarters.  Under  the  best  scenario, 
private  consumption  might  be  able  to 
bring  3%  growth  in  2002-2003,  while 
strong  recovery  in  exports  and  investment 
might  be  able  to  contribute  to  an  add- 
itional of  2%  of  growth.  But  for  this  year, 
it  is  clearly  hard  to  achieve  the  official 
target  of  growth  at  4%.  At  best  the  eco- 
nomy can  grow  by  4.5-5.0%  in  the 
second  semester,  producing  3.8%  growth 
rate  for  the  whole  year.  At  worst  it  will 


maintain  the  current  growth  rate  of  3.5%, 
producing  3.2%  growth  rate  overall  by 
the  end  of  the  year.  Overall,  we  forecast 
that  the  economy  will  grow  at  about 
3.7%  in  2002. 

MONETARY  DEVELOPMENTS 

Declining  Inflation  and  Tight  Money 
Supply 

Overall  monetary  indicators  show 
that  inflation  is  under  control,  as  inflation 
rate  declined  from  15.1%  (year-on-year) 
in  February  2002  to  10.5%  in  July  2002. 
The  prospect  of  having  a  single-digit  in- 
flation by  the  end  of  the  year  looks 
promising,  taking  into  account  the  fact 
that  this  year,  inflation  has  so  far  reached 
5.2%  (Jan-July).  Our  current  forecast 
shows  that  single  digit  inflation  of  about 
9%  this  year  is  achievable,  provided 
that  the  remaining  inflation  from  August 
to  December  would  be  less  than  4%. 
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Figure  1 
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DECLINING  BASE  MONEY  GROWTH  AND  INFLATION 


Base  Money  Growth  ( y-o-y),  Inflation  Rates  (y-o-y), 
and  SBI  Rate 


:iOOO  Mar  May  Jul  Sep  Nov  2001  Mar  May  July  Sep  Nov  2002  Mar  May  Jul 
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■  IntMon   ■ —  SBI  Rata 


In  line  with  this  declining  trend, 
money  supply  remains  tight.  The  annual 
growth  of  base  money  (Mo)  continued 
to  decline,  from  13.3%  (y-o-y)  in  March 
to  9.3  in  May,  and  5.9%  in  July,  much 
lower  than  the  level  of  growth  needed  to 
maintain  single  digit  inflation.  We  esti- 
mate, based  on  previous  experience  and 
data,  that  about  11-12%  annual  growth 
of  bajse  money  should  be  tight  enough 
to  avoid  double-digit  inflation.  Actual 
base  money  in  July  (Rp  118.5  trillion) 
also  stood  below  the  indicative  target 
level  of  Rp  125  trillion  in  July,  or  about 
5%  lower  than  the  target. 

The  declining  growth  of  currency  in 
circulation  is  the  major  contributor  to 
the  decrease  in  overall  base  money 
growth.  There  is  a  clear  indication  that 
the  demand  for  money,  especially  cash, 
has  been  declining  for  the  last  several 


months,  reflected  by  the  declining  both 
money  supply  and  interest  rate  at  the 
same  time.  While  the  decline  in  money 
demand  might  be  a  result  of  declining 
risk  premium  in  general,  we  have  some 
concern  that  the  weakening  growth  of 
money  demand  is  a  reflection  of  declining 
economic  activities  in  the  real  sectors. 
From  the  supply  side,  therefore,  the 
need  to  have  lower  interest  rate  is  clear. 

Interest  Rate  Is  Crawling  Down 

Because  of  Bank  Indonesia  (BI)'g  initial 
reluctance  to  lower  the  interest  rate 
more  aggressively  in  order  to  maintain 
the  base  money  growth  on  target,  it  only 
started  to  lower  interest  rates  in  July  2002. 
The  interest  rate  of  1  month  SBI  went 
down  from  16.6%  in  April  to  15.27o  in 
July,  but  at  the  same  timei  the  level  of 
base  money  remained  about  5%  lower 
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than  the  target.  Indonesia's  Letter  of 
Intent  to  the  IMF  requires  Bank  Indo- 
nesia to  target  the  base  money  rather 
than  the  interest  rate,  however,  recent 
developments  suggest  that  Bl  has  not 
been  consistent  in  conducting  monetary 
targeting.  In  other  words,  it  has  kept 
the  tight  money  policy  by  keeping  the 
level  of  base  money  below  the  target. 
Bank  Indonesia  finally  allowed  the  SBI 
interest  rate  (1  mo.)  to  decline  further  to 
14.7%  in  mid  August,  and  14.3%  in  the 
end  of  August.  Whether  or  not  the  re- 
duction in  interest  rates  is  enough  to  put 
the  base  money  level  back  on  target  re- 
mains to  be  seen. 

The  recent  decline  of  SBI  rate  would 
definitely  force  commercial  banks  to 
lower  the  deposit,  rate  further  in  the  near 
future.  However,  we  also  predict  that 
the  interest  rate  will  remain  flat  in  the 
fourth  quarter  because  of  increasing 
economic  activities  and  higher  inflat- 
ionary pressure  in  towards  the  end  of 
the  year.  The  recent  cut  of  the  SBI  rates 
would  also  lead  to  more  active  bond 
markets  in  the  coming  months.  The 
prices  of  some  selected  government 
bonds,  for  example  the  ones  with  a 
fixed  coupon  rate  of  16.5%  has  in- 
creased remarkably  to  more  than  100 
in  -mid-August.  While  bond  prices  rallied, 
bond  yields  have  declined  along  with 
the  declining  SBI  rate. 

Slower  Growth  of  Bank  Credits 

The  flat  amount  of  outstanding  credit 
for  the  last  three  months  reflects  the 
slowing  down  of  domestic  investment 


activities.  The  amount  of  credit  chan- 
neled to  the  manufacturing  sector  has 
been  declining  rapidly,  from  Rp  112  tril- 
lion in  February  to  Rp  104  trillion  In 
June,  and  the  declining  trend  seems  to 
continue.  Since  March,  the  annual  growth 
of  manufacturing  credits  have  entered 
negative  territory  again,  and  reached 
minus  18%  (y-o-y)  in  June.  This  is  con- 
sistent with  the  declining  growth  of  manu- 
facturing sector  in  the  GDP.  However, 
the  growth  of  miscellaneous  credits, 
mostly  consumer  credits  and  SME 
(small-medium  enterprise)  activities  re- 
mained robust  at  about  35%  (y-o-y). 
In  fact,  based  on  Bl  data,  more  than  50% 
of  the  new  credits  channeled  by  banks 
in  June  were  classified  as  SME  credits. 

The  Rupiah  and  the  Stock  Price 

Lower  inflation,  slower  growth  of 
base  money,  improved  security,  lower 
swap  premium,  and  higher  confidence 
in  the  economy  in  general  have  set  the 
foundation  for  a  stable  currency.  The 
good  news  from  Paris  Club,  successful 
divestment  of  BCA,  and  IBRA's  asset 
sales  have  certainly  played  a  major 
role  in  supporting  the  appreciation  of 
the  Rupiah  since  January  this  year. 
But  the  increasing  trend  of  the  Rupiah 
seems  to  have  reached  its  peak  at 
around  Rp  8,500/US$  in  late  June  (see 
Figure  2),  when  IBRA  decided  to  have 
massive  bad-debt  fire  sales  in  July  and 
August.  The  controversial  bankruptcy  of 
Manulife  Insurance  and  political  uncer- 
tainties surrounding  the  annual  session 
of  the  MPR  had  temporarily  driven  the 
Rupiah  down  to  more  than  Rp  9,000/US$ 
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in  late  July.  However,  a  successful  MPR 
session  put  the  Rupiah  back  to  around 
Rp  8,700  -  Rp  8,900,  and  the  Rupiah 
has  been  stable  in  that  level  since  then. 

We  are  expecting  a  stable  Rupiah 
at  this  level  in  the  coming  months,  even 
though  declining  interest  rates  might 
lead  to  weaker  Rupiah,  as  people  start 
to  convert  their  Rupiah  deposits  to  US$. 
On  the  other  hand,  lower  interest  rate 
has  made  the  government  and  corporate 
bonds  more  attractive,  and  any  increase 
in  foreign  demand  of  domestic  bond 
will  potentially  lead  to  Rupiah  appre- 


ciation. Lower  interest  rate  opens  the 
possibility  of  more  corporate  bond  is- 
suance, which  in  turn  attracts  more  cap- 
ital inflow  and  currency  appreciation. 

After  reaching  its  peak  at  around  550 
in  mid  June,  the  JSX  index  has  declined 
to  around  450  in  mid  August.  The  con- 
troversial case  of  Manulife  bankruptcy 
was  a  wake-up  call  for  investors  who 
suddenly  realized  that  the  legal  system 
in  Indonesia  is  still  weak  and  unpre- 
dictable. Declining  stock  prices  world- 
wide also  led  to  a  bearish  market  in 
Jakarta. 


Figure  2 

THE  MOVEMENT  OF  THE  RUPIAH  AND  THE  JSX 
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FISCAL  ISSUES 

The  2003  Draft  Budget:  Where  Is 
the  Stimulus? 

The  government  budget  in  2.002 
seems  to  have  been  on  the  right  tracl<. 
The  targeted  budget  deficit  of  2.5% 
will  likely  be  met,  even  though  pri- 
vatization and  asset  sales  have  been  dis- 
appointing in  the  first  half  of  the  year. 
The  exchange  rate  and  growth  as- 
sumptions look  more  attainable,  due  to 
stronger  Rupiah  in  the  past  few  months. 
The  targeted  tax  revenue  would  most 
likely  be  achieved,  due  to  the  govern- 
ment's aggressive  efforts  in  conducting 
tax  intensification  and  extensific- 
ation  programs.  Tax  revenue  in  the  first 
semester  of  2002  accounts  for  43% 
of  the  target.  Meanwhile,  from  the 
expenditure  side,  the  reduction  in 
fuel  and  electricity  subsidies  has  ran 
smoothly.  Foreign  financing  of  the 
budget  deficit  has  been  secured  with 
the  successful  Paris  Club  negotiation. 

People  are  now  focusing  on  the 
2003  draft  budget  presented  by  the  pres- 
ident to  the  padiament  on  16  August  2002 
(see  Table  3).  The  overall  macroeconomic 
assunrjptions  in  the  draft  budget  look  am- 
bitious: economic  growth  will  increase 
from  the  forecast  of  4%  in  2002  to  57o  in 
2003;  the  inflation  rate  will  drop  from 
around  9%  to  8%;  official  interest  rates 
will  decline  from  around  14%  to  13%;  and 
the  exchange  rate  will  be  Rp.  8,700/US 
—  an  appreciation  from  Rp  9000/US$ 
forecasted  for  this  year.  Budget  deficit 
is  targetted  at  1.3%  of  GDP.  While 
the  economic  growth  of  5%  looks  too 


optimistic,  other  macroeconomic  assump- 
tions are  not  impossible  to  achieve. 
The  assumption  of  5%  real  interest  rate 
(13%  nominal  rate  minus  8%  inflation) 
seems  too  large,  and  reflects  a  gov- 
ernment's prediction  that  high-risk  pre- 
mium will  remain.  Setting  4-4.5%  eco- 
nomic growth  and  9-10%  inflation  will 
make  the  draft  budget  more  realistic. 

From  the  revenue  side,  the  government 
plans  to  raise  tax  revenue  by  about  19%> 
from  the  targeted  revenue  in  2002.  Non- 
oil  and  gas  tax  revenue  is  targeted  to 
contribute  around  72%  to  the  total  re- 
venue, a  sharp  increase  from  63%  this 
year.  To  achieve  the  target,  tax  col- 
lection, especialy  income  tax  applied 
to  companies  and  individuals  will  be 
intensified.  The  increase  in  income  tax 
will  no  doubt  lead  to  lower  consumer's 
demand  and  producer's  earning.  To  re- 
duce the  adverse  i.mpact  of  the  policy 
to  raise  taxes,  any  form  of  tax  leakage 
has  to  be  minimized,  and  the  quality 
of  governance  of  the  tax  office  has  to 
be  improved. 

From  the  expenditure  side,  the  draft 
budget  sends  a  clear  signal  that  the 
government  cannot  be  expected  to  be 
the  engine  of  growth.  Total  routine  ex- 
penditure is  likely  to  decline  by  about 
13%  in  real  terms,  from  the  budget  in 
2002,  especially  because  the  government 
plans  to  reduce  various  subsidies.  Ne- 
vertheless, balancing  funds  transferred 
to  the  regions  for  the  purpose  of  narrow- 
ing the  income  gap  between  central  and 
local  governments,  will  play  a  role  in 
stimulating  growth,  as  they  account  for 


244  THE  INDONESIAN  QUARTERLY,  Vol.  XXX/2002,  No.  3 


Table  3 


THE  SUMMARY 

OF  2002  AND 

2003 

DRAFT  BUDGET 

2002 

2003 

Duugei 

10  lO 

Proposed 

7o  to 

Changes 

r~>P 
\j\Jr 

Budget 

GDP 

2002-03 

(Kp  billion) 

(%) 

Total  Rpvpnijp?  fall  dompstirsl 

301,874.3 

17.9 

327  834  2 

16.8 

8  6 

Tax  Revenues 

219,627.5 

13.0 

260,785.4 

13.3 

18.7 

Non  Tax  Revenues 

82,246.8 

4.9 

67,048.8 

3.4 

-18.5 

FxnpnHitiirp*; 

344,008.8 

20.4 

354  097  5 

18.1 

2.9 

r^pntral  f^nvprnmpnt  pYnpnrlitiirp 

246,040.0 

14.6 

240  881  2 

12.3 

-2.1 

Current  Expenditures 

193,740.9 

11.5 

186,381.4 

9.5 

-3.8 

Development  Expenditures 

52,299.1 

3.1 

54,499.8 

2.8 

4.2 

Transfer  to  Regions 

97,968.8 

5.8 

113,216.3 

5.8 

15.6 

Deficit  and  Net  Financing 

42,134.5 

2.5 

26,263.3 

1.3 

-37.7 

Domestic  Financing 

23,500.8 

1.4 

16,851.6 

0.9 

-28.3 

Foreign  Financing 

18,633.7 

1.1 

9,411.7 

0.5 

-49.5 

Source:  Ministry  of  Finance. 


about  30%  of  total  government  ex- 
penditure. They  are  expected  to  provide 
basis  for  stronger  local  consumption. 

To  finance  the  deficit  of  Rp  26.3  tril- 
lion or  1.3%  of  the  GDP,  the  government 
plans  to  obtain  domestic  financing  of  Rp 
16.9  trillion,  by  raising  revenues  from 
privatization,  selling  assets,  issuing  bonds 
and  using  excess  funds  carried  over  from 
2002.  We  are  concerned  that  the  govern- 
ment might  face  some  difficulties  in  meet- 
ing the  asset  selling  target  because  the 
recent  asset  sales  has  left  little  valuable 
assets  left  at  IBRA.  This  means  the  gov- 
ernment needs  to  be  more  aggressive  in 
conducting  privatization  program. 

With  a  deficit  of  less  than  1.3%  of 
the  GDP  and  the  monetary  effect-es- 
timated by  calculating  the  difference  be- 
tween domestic  government  spending 


and  tax  generated  from  domestic  eco 
nomy-of  only  Rp  92  trillion,  compared 
with  Rp  121  trillion  this  year,  apparently 
this  draft  represents  a  very  tight  budget. 
Therefore,  we  are  encouraged  by  the 
efforts  of  the  government  to  press  for- 
ward the  reform  agenda  and  to  keep  the 
fiscal  deficit  on  track. 

BALANCE  OF  PAYMENT 

Export  and  Imports:  Some  Encour- 
aging Signs 

Although  the  export  figure  for  the  first 
half  of  this  year  (US$27.4  billion)  was 
still  lower  than  that  of  the  same  period 
last  year  (US$29.4  billion),  there  has 
been  a  steady  improvement  in  Indone- 
sia's exports  since  the  '9-11'  tragedy  (see 
Figure  3).  We  owe  this  to  the  strong 
performance  of  manufacturing  commo- 
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Figure  3 


THE  VALUE  OF  QUARTERLY  EXPORTS  (US$  MILLION) 
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Figure  4 


VALUE  OF  IMPORTS  BY  CATEGORY  (US$  MILLION) 
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dities,  which  increased  by  5%  from  the 
second  semester  of  2001.  In  contrast, 
oil  and  gas  exports  declined  slightly  by 
17o  from  the  second  semester  of  2002. 
Mining  also  declined  by  4%. 


There  have  been  some  structural 
changes  in  the  pattern  of  exports.  V^hile 
footwear,  textile  and  garments  used  to 
top  the  list  of  major  exports, other  manu- 
factured products,  such  as  appliances/ 
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home-lighting,  machinery/  mechanical 
equipments,  machinery/electrical  equip- 
ments and  man-made  style  of  fiber 
topped  the  export  in  the  first  semester  of 
2002,  which  increased  by  9.6%  com 
pared  to  that  in  the  last  semester  of 
2001.  The  footwear  association  reported 
that  foreign  buyers  have  begun  to 
switch  to  other  countries,  such  as  China, 
Vietnam  and  Thailand.  Similarly,  the 
textile  and  garments  industry  association 
also  reported  a  sharp  decrease  in  foreign 
demand. 

It  is  a  great  challenge  for  Indonesia 
to  sustain  the  growth  of  export  for  the 
rest  of  2002.  The  external  condition  is  cur- 
rently not  favorable  because  the  de- 
mand for  export  remains  weak  due  to 
the  global  downturn.  While  from  the 
domestic  side,  institutional  reform  in 
customs  and  other  trade-related  gov- 
ernment institutions,  is  yet  to  be  realized. 

Imports  have  also  performed  better 
following  the  '9-1  T  tragedy.  Import 
figures  in  the  first  half  of  increased  by 
6.5%  compared  to  the  second  half  of 
2001  (see  Figure  4).  The  official  figures 
of  imports  are  certainly  much  lower 
than  the  actual  imported  goods  if  we 
take  into  account  illegal  imports.  De- 
spite the  heavy  complaints  of  smuggling, 
there  has  been  no  effective  action  un- 
dertaken yet  to  curb  those  illegal  activities. 

Capital  Accounts  and  Investment: 
Gloomy  Picture 

For  the  first  time  since  the  crisis  un- 
folded, net  private  capital  outflows  in 


the  fourth  quarter  of  2001  dropped  to 
US$0.18  billion,  significantly  lower  than 
the  average  of  US$2.5  billion  in  each 
quarter  observed  during  the  previous 
four  years.  However,  the  preliminary 
BOP  data  in  the  first  quarter  of  2002 
indicates  otherwise,  showing  a  sharp 
increase  of  US$1billion,  mainly  due 
to  a  large  FDI  outflow  of  US$2.2  billion 
and  a  net  portfolio  outflow  of  US$0.4 
billion.  It  is  important  to  note,  however, 
that  there  has  been  a  steady  increase  in 
'other'  private  inflows  since  the  last 
quarter  of  2001.  This  is  partly  due  to 
the  return  of  some  'Indonesian'  money 
parked  overseas  as  a  result  of  improved 
security  and  more  stable  political  situ- 
ation after  the  presidential  succession  in 
August  2001. 

Investment  during  the  second  quarter 
of  this  year  appears  gloomy  as  the 
overall  approved  investment  reported 
by  the  Board  of  Investment,  declined  by 
42%  for  foreign  investment  and  by 
72%  for  domestic  investment.  Some 
existing  foreign  investors  such  as  Mat- 
shushita  Electrics  indicated  that  they 
might  relocate  their  investment  from 
Indonesia  (Kompas,  August  26,  2002). 
In  addition,  around  170  textiles  and 
garment  producers  were  reported  to 
have  stopped  their  production  activities 
while  some  others  have  cut  their  pro- 
duction. PT.  Unilever  Tbk  and  China 
National  Offshore  Oil  Corporation 
(CNOOC),  who  recently  bought  Rep- 
sol-YPF,  are  among  the  very  few  foreign 
companies  who  have  indicated  on  ex- 
panding their  investment  activities. 
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The  Bank  Indonesia  confidence  survey 
also  shows  a  gloomy  long-term  invest- 
ment [outlook,  which  is  indicated  by  in- 
creasing long-term  risk  premium.  This 
would  explain  why  big  investments  are 
unlikely  to  take  place  in  the  near  future 
and,  unless  there  are  serious  efforts  to 
resolve  issues,  such  as  security,  insti- 
tutional problems  and  legal  certainty,  the 
long-term  risk  premium  is  not  likely  to 
fall  soon.  Moreover,  the  government 
and  the  House  of  Representatives  are 
still  unable  to  agree  on  the  investtinent 
bill,  a  necessary  legal  basis  for  investors 
in  doing  business  in  Indonesia. 

BANKING  AND  FINANCIAL  ISSUES 

The  Phasing  Out  of  Blanket  Guar- 
antee 

The  government  has  announced  its 
plan  to  phase  out  blanket  guarantee 
on  bank  deposits-the  scheme  introduced 
in  early  1998  in  response  to  bank  runs- 
but  without  specifying  any  definite  date 
for  its  implementation.  Under  the  law, 
the  government  should  announce  the 
termination  of  the  scheme  six  months 
before  its  implementation  (see  Table  4). 
Initially,  the  starting  date  for  the  phasing 
out  of  the  guarantee  was  set  for  early 
next  year.  However,  that  has  been  de- 
layed, partly  on  Bank  Indonesia's  reserv- 
ation. Bl  argues  that  certain  institutions 
or  institutional  arrangements,  such  as 
limited  liability  deposit  insurance,  should 
be  in  place  before  the  removal  of  the 
guarantee. 

On  the  other  hand,  there  are  those 
who  argue  that  the  government  should 


have  terminated  its  guarantee  on  inter- 
bank loans  to  discipline  banks  and  re- 
duce moral  hazard.  In  fact,  we  also 
believe  that  the  gradual  phasing  out 
of  blanket  guarantee  would  develop 
some  kind  of  competition  and  natural 
selection  mechanism  in  the  banking  sys- 
tem where  the  depositors  are  expected 
to  place  their  deposits  at  more  credible 
banks.  Government  blanket  guarantee 
should  not  be  used  to  support  and  pre- 
vent bad  banks  from  collapse. 

Reprofiling  of  Government  Bonds 

The  government  will  soon  begin  to 
restructure  or  reprofile  the  government 
bonds  that  are  now  held  by  various 
banks,  starting  with  bonds  matured  in 
2004.  The  main  idea  is  to  replace 
shorter-term  recapitalization  (recap)  bonds 
with  longer-term  ones  through  exchange 
offer.  By  reprofiling  the  maturity  of  the 
bond,  the  government  could  smooth- 
out  the  maturity  of  the  bonds,  extend 
it  over  longer  periods  of  time,  and 
avoid  a  massive  debt  burden  in  the  near 
future.  The  decision,  however,  has  to 
be  approved  by  the  Parliament. 

A  large  fraction  of  the  government 
bonds  will  mature  between  2004  and 
2009  and  this  needs  to  be  properly 
managed  so  as'  to  avoid  creating  undue 
problem  to  the  government  fiscal  balance, 
also  known  as  "fiscal  time  bomb".  For 
instance,  for  the  current  year,  the  in- 
terest payment  alone  is  about  Rp  88.5 
trill  ion  or  about  27%  of  the  govern- 
ment's domestic  revenue.  For  the  next 
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Table  4 

SCHEDULE  FOR  THE  PHASING  OUT 
AND  TYPES  OF  GOVERNMENT'S  GUARANTEE 

First  Stage:  6  month  after  the  announcement 

On  balance  sheet: 

•  Cash  collateral 

•  Import  facilities 

•  Securities,  e.g.,  floating  rate  notes  (FRN),  floating  rate  certificate  on  deposits  (FRCD), 
medium  term  notes  (MTN),  Bonds 

•  Direct  loans 

Off  balance  sheet: 

•  Import  transaction  e.g.,  L/C,  standby  L/C,  etc. 

•  Bank  guarantee 

•  Currency  swap 

•  Local  L/C 

Second  Stage:  12  months  after  the  announcement 

•  Inter-bank  loans 

•  Third  party  funds,  e.g.,  deposits,  CD,  and  on  call  deposit  above  Rp  5  billion 

Third  Stage:  18  months  after  the  announcement 

•  'Third  party  funds 

•  Establishing  limited  liability  deposit  insurance  up  to  Rp  100  billion 


year,  the  total  interest  payment  is  ex- 
pected to  be  lower,  about  Rp  80.9  tril- 
lion, of  which-about  Rp  55.1  trillion- 
will  be  on  domestic  debt.  Without  re- 
profiling  the  maturity  of  the  bond,  the 
principal  payment  of  the  bond  alone 
would  be  more  than  Rp  52  trillion  in 

2004  and  more  than  Rp  60  trillion  in 

2005  resulting  in  an  unbearable  dom- 
estic debt  burden. 

By  reprofiling  the  bonds,  the  risk 
of  fiscal  time  bomb  in  2004  and  be- 
yond would  be  significantly  reduced. 
However,  the  cost  of  managing  the  bonds 
would  increase  because  the  govern- 
ment is  delaying  the  payment  of  the 
principal,  thereby  paying  the  interest  for 
a  longer  period  of  time. 


I  BRA'S  Asset  Sale 

The  Indonesian  Bank  Restructuring 
Agency  (IBRA)  has  completed  the  mas- 
sive sales  of  its  bad  loans  with  a  total 
face  value  of  more  than  Rp  135  trillion. 
With  this  sale,  IBRA  is  expected  to  meet 
its  target  to  raise  Rp  42  trillion  this  year, 
which  is  partly  used  to  finance  the  gov- 
ernment budget  deficit. 

The  sale  of  asset  by  IBRA,  however, 
has  never  been  free  from  controversy. 
First,  the  recovery  rate  of  these  assets  is 
very  low,  only  about  28.3%  of  the 
total  asset  sold,  and  about  17.1%  of 
the  total  asset  offered  for  sale.  Second, 
the  sale  could  not  reduce  the  amount 
of  outstanding  government  bond.  One 
objective  of  the  recent  credit  asset  sales 
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by  IBRA  was  to  encourage  recapitalized 
ailing  banks  to  participate  in  the  bidding 
of  the  assets  offered  and  swap  those 
assets  with  recap  bonds,  which  in  turn 
would  reduce  the  amount  of  recap 
bonds  in  circulation.  From  this  per- 
spective, some  have  regarded  the  sale 
as  a  failure  because  the  payment  in  the 
form  of  bond  is  only  about  Rp  4.5  tril- 
lion while  the  remainder  of  Rp  18.6  tril- 
lion is  in  cash.  Third,  there  iS'  more  al- 
legation of  irregularities  and  corruption 
in  the  sale  process.  The  House  of  Re- 
presentatives has  mentioned  that  it 
would  call  the  agency  for  a  special 
hearing,  with  the  possibility  that  the 
House  would  ask  the  Supreme  Audit 
Agency  (BPK)  to  investigate  the  sale 
process. 

OTHER  ISSUES 

Saying  Good-Bye  to  the  IMF? 

The  IMF,  after  having  finalized  the 
review  of  the  sixth  Letter  of  Intent  (Lol) 
earliter  in  August,  sets  to  disburse  another 
US$360  million  of  loan  tranche  to  In- 
donesia, subject  to  the  agreement  of 
the  Board  of  Executives  in  Washington 
D.C.  In  general,  the  IMF  expressed  its 
satisfaction  with  the  government's  per- 
formance in  implementing  economic  re- 
form policies.  But  the  Fund  also  warned 
that  the  government  should  focus  on 
restructuring  the  country's  banking  sector 
and  re-establishing  investors'  confidence 
to  achieve  a  sustainable  macroeconomic 
stability. 

Meanwhile,  in  the  past  few  months, 
there  have  been  intense  debates  over 


the  role  of  the  IMF  in  Indonesia.  After 
four  years,  IMF's  prescription  does  not 
seem  to  be  effective  in  bringing  the 
country  out  of  the  crisis.  The  program 
is  supposed  to  end  in  November  this 
year,  but  the  government  has  already 
extended  the  program  for  another  year 
to  November  2003,  as  part  of  cond- 
itions set  by  the  Paris  Club.  This  caused 
disagreement  between  cabinet  members, 
particularly  between  the  State  Minister 
of  National  Development  Planning  Kwik 
Kian  Gie,  who  argued  that  the  gov- 
ernment should  not  continue  the  IMF 
program,  and  Chief  Economic  Minister 
Dorodjatun  Kuntjoro-Jakti  and  also  Fin- 
ance Minister  Boediono  who  supported 
the  extension. 

It  is  worth  noting  that  the  US$347 
million  loan  disbursement  did  not  ap- 
pear to  affect  the  market  sentiments 
much.  Indeed,  the  exchange  rate  and 
stock  market  index  was  strengthening, 
but  it  has  been  so  for  weeks  before  the 
disbursement.  In  other  words,  the  news 
about  IMF  may  no  longer  be  significant 
to  improve  market  sentiments.  Realistic- 
ally, the  government  does  not  have  any 
right  arguments  to  end  the  relationship 
with  the  IMF.  Doing  so  might  leave  the 
country  with  relatively  no  capital  inflows, 
which  will  mean  slower  economic  re- 
covery. However,  it  is  not  to  say  that 
the  government  should  be  tied  up  with 
the  IMF  for  a  prolonged  time.  Instead, 
the  government  should  conduct  the  re- 
form program  seriously,  and  at  the  same 
time,  the  government  should  prepare 
the  correct  strategy  to  settle  the  debt. 
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The  New  Labor  Bill  Controversy 

Labor  and  employers  are  on  a  virtual 
agreement  in  rejecting  the  Labor  Bill 
package  being  discussed  In  the  House 
of  Representatives,  both  for  different 
reasons.  Employers,  represented  by  the 
Indonesian  Employers  Association  (Apindo), 
argue  that  the  bill  will  hurt  businesses 
and  decrease  the  competitiveness  of  the 
country's  labor  market.  The  clauses  specify 
that  employers  must  continue  to  pay 
the  full  salaries  for  striking  workers,  as 
well  as  half  of  the  salaries  for  workers 
unable  to  work  due  to  criminal  trial. 
Apindo  claims  this  contradicts  the  uni- 
versally adopted  'no  work  no  pay'  prin- 
cipal. Apindo  also  appeals  against 
clauses  that  require  employers  to  pro- 
vide severance  pay  to  workers  who 
voluntarily  resign. 

Workers,  on  the  other  hand,  consider 
the  bill  very  much  biased  against  them. 
The  Indonesian  Committee  of  Workers' 
Union  (KSPI),  one  of  the  many  labor  re- 
presentatives, raised  five  points  for  the 
basis  of  rejection.  First,  the  bill  makes 
it  difficult  for  workers  to  strike.  Second, 
the  procedure  for  employers  to  terminate 
workers  is  considered  too  simple.  Third, 
the  clauses  on  severance  payment  and 
appreciation  are  somehow  unfair.  Fourth, 
employers  are  still  allowed  to  pay  only 
80%  of  the  minimum  wage  standard  for 
workers  in  probation.  Fifth,  rulings  do 
not  specify  the  types  of  jobs  that  are 
eligiblje  for  contrart-based  works. 

In  1997,  the  government  and  the  par- 
liament issued  the  Law  No.  25/1997  on 
Manpower.   The  government  then  is- 


sued a  decree  to  delay  the  implement- 
ation of  the  law  until  October  2002,  as 
it  was  very  controversial.  Theoretically, 
if  no  new  law  were  ratified  until  the 
deadline,  the  controversial  Labor  Law 
No.  25/1997  would  be  automatically 
reinstated.  But  such  scenario  is  unlikely, 
since  a  chapter  of  the  controversial 
law  had  been  ratified  as  the  Law  No.  21/ 
2000  on  Labor  Unions.  In  order  to 
avoid  more  controversies  in  the  future, 
the  government  had  better  delay  the 
ratification  of  the  bill,  while  making  some 
revisions  and  improvements. 

Legal  Uncertainties:  Foreign  Investors 
Are  in  the  Middle  of  No-Where 

As  stated  before,  the  existing  legal 
systems  is  dubbed  to  have  created  a 
repulsive  climate  for  foreign  investors. 
To  illustrate  this,  two  unpopular  cases 
that  received  a  great  amount  of  at- 
tention are  presented  here.  The  first  one 
is  known  as  the  Manulife  case.  Last  July, 
the  Supreme  Court  overturned  a  con- 
troversial bankruptcy  ruling  against  PT 
Asuransi  Jiwa  Manulife  Indonesia  (AjMI), 
a  local  unit  of  the  Canadian-based 
Manulife  Financial  Corp.  The  bankruptcy 
ruling  was  made  after  a  recipient  of 
the  now  defunct,  PT  Dharmala  Sakti 
Sejahtera  (DSS),  the  one-time  local  partner 
of  Manulife,  filed  a  bankruptcy  petition 
in  May  on  the  grounds  that  AJMI  had 
refused  to  pay  Rp  22.4  billion  in  di- 
vidends in  1999  to  DSS.  Eventually,  the 
government  decided  to  investigate  and 
dismiss  three  judges  who  were  allegedly 
bribed  when  handling  the  case.  The  de- 
cision to  overturn  the  bankruptcy  ruling 
was  widely  welcomed  by  foreign  and 
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local  investors  who  had  been  com- 
plaining about  unpredictable  judgment 
on  commercial  matters  by  Indonesian 
courts. 

Th|e  second  case  occurred  in  early 
July  2002,  when  the  East  Kalimantan 
government  dropped  a  lawsuit  against 
British  Petroleum  (BP)  PLC  and  Anglo- 
Australian  mining  company  Rio  Tinto  PLC. 
The  suit,  which  was  filed  earlier  this  year, 
sought  to  force  the  two  companies  to 
sell  a  51%  stake  in  their  coal-mining 
joint  venture,  PI  Kaltim  Prima  Coal  (KPC) 


to  the  East  Kalimantan  government.  Indeed, 
the  foreign  companies  are  obligated  by 
their  contract  with  the  central  govern- 
ment to  offer  the  shares  to  Indonesian 
investors  but  it  did  not  specify  who 
would  have  the  right  to  buy  the  stake. 
The  central  government  had  threatened 
legal  action  against  the  local  government 
unless  the  lawsuit  is  dropped.  Although 
the  lawsuit  was  finally  dropped,  the 
disputes  had  illustrated  the  problems  of 
doing  business  in  Indonesia's  outlying 
regions  in  the  wake  of  Indonesia's  decen- 
tralization drive. 
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PEACE  BUILDING 
AND  STATE  BUILDING 
IN  EAST  TIMOR 

Edited  by  Hadi  Soesastro  &  Landry  Haryo  Subianto 
Published  by.  CSIS,  Jakarta 

This  volume  contains  six  papers  originally  prepared  for  a 
Task  Force  created  by  the  Council  for  Asia  Europe  Coop- 
eration (CAEC).  The  study  of  East  Timor,  which  was  under- 
taken as  a  collaboration  between  scholars  from  East  Timor, 
Australia,  and  Indonesia,  aims  mainly  to  examine  East 
Timor's  challenges  and  how  it  can  best  respond  to  them. 


  The  first  paper  written  by  Dionisio  Babo-Soares  examines  the 

political  transition  in  East  Timor.  He  identifies  four  types 
of  players  that  shape  the  political  transformation  in  East  Timor:  UNTAET,  the  East  Timorese 
political  community,  the  ordinary  people,  and  the  Catholic  church.  The  second  paper  by  James 
j.  Fox  presents  an  assessment  of  UNTAET's  role  in  building  local  capacities  for  the  future.  The 
third  paper,  which  was  written  by  Dionisio  Babo-Soares,  discusses  law  and  order,  including 
the  management  of  internal  securit/  in  East  Timor.  The  fourth  paper,  presented  by  Rizal  Sukma, 
analyzes  East  Timor's  security  challenges.  This  is  followed  by  a  paper  written  by  Helder  da 
Costa  and  Hadi  Soesastro.  They  present  their  views  and  assessment  on  the  economic  devel- 
opment in  East  Timor  and  its  future  challenges.  The  last  paper  by  Landry  H.  Subianto  dis- 
cusses the  role  of  various  international  institutions  in  the  process  of  peace-building  and 
stc^te-building  in  East  Timor. 

This  volume  is  recommended  for  those  who  are  interested  in  the  studies  of  East  Asia  and 
Southwest  Pacific,   in  particular  of  East  Timor. 


2002,  1"  Ed.,  vi  +  170  pp.;  25  cm,  ISBN  979-8026-77-2,  Rp  40.000,00/ 
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Indonesians  New  Constitution: 
A  Peaceful  Reform 

Staff,  Department  of  Politics  and  Social  Change,  CSIS 


INDONESIA  has  just  moved  forward 
to  another  significant  step  of  its  re- 
form process  with  the  completion  of 
the  amendment  of  the  1945  Constitution 
by  the  People's  Consultative  Assembly 
(MPR)  in  the  early  hours  of  Sunday,  11 
August  2002.  Two  previous  significant 
steps  were  the  toppling  down  of  Pres- 
ident Soeharto  in  1998,  and  the  relatively 
democratic  1999  General  Elections.  The 
completion  of  the  amendment  proves 
that  Indonesia  is  indeed  capable  of  man- 
aging a  peaceful  process  of  reform. 

The  major  result  of  the  session  is  the 
amendment  of  the  Indonesian  1945 
Constitution.  This  result  also  concluded 
the  amendment  process  of  the  1945  Con- 
stitution that  had  started  since  the  MPR 
General  Session  in  1999.  In  addition  to 
the  substantive  achievement  in  the  new 
constitution,  the  process  of  amending  it 
should  also  be  applauded'  as  it  proved 


the  level  of  political  maturity  of  the 
elites  in  dealing  with  the  crucial  political 
and  ideological  issues  without  going 
through  harsh  political  violence. 

PEACEFUL  PROCESS 

In  that  very  sense  of  the  process, 
at  least  two  achievements  need  to  have 
special  notes.  The  first  is  the  rejected 
calls  for  imposition  of  Islamic  Syariah 
law,  which  was  related  to  the  amend- 
ment to  Article  29  of  the  1945  Con- 
stitution, stating  that  "The  State  shall 
be  based  upon  the  belief  in  the  One 
and  Only  God."  This  issue  had  become 
hot  debates  during  the  Assembly's  ses- 
sion. A  number  of  political  parties 
wanted  to  maintain  the  original  article; 
while  a  number  of  Islamic  parties  pro- 
posed the  amendment  of  this  article  by 
supplementing  it  with  words  contained 
in  the  Jakarta  Charter,  that  is  'The  State 
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shall  be  based  upon  the  belief  in  the 
One  and  Only  God  with  the  obligation 
to  implement  the  Syariah  Law  for  its  de- 
votees". This  proposal  enjoyed  the  sup- 
port of  Islamic  organizations  rallying 
outside  the  MPR  building,  for  example 
Hizbu  Thahrir,  the  Islam  Defenders  Front 
(FPI)  and  Hizbollah.  Another  political 
factions  in  the  Assembly  proposed  to 
amend  it  with  a  new  alternative 
stipulating:  "The  State  shall  be  based 
upon  the  belief  in  the  One  and  Only 
God  with  the  obligation  to  implement 
religious  teachings  for  all  devotees  of 
religions." 

Interestingly,  this  issue  could  be  dis- 
cussed and  debated  openly  —  something 
that  could  never  happen  before.  Besides, 
the  discussion  on  the  pros  and  cons  to 
the  calls  for  imposition  of  the  Syariah 
Law  had  no  longer  dealt  with  Moslems 
vs  non-Moslems,  but  it  involved  the 
Moslems  themselves.  Finally,  the  decision 
to  maintain  the  original  article  was 
taken  not  through  voting  but  consensus 
mechanism.  After  all,  the  supporters  of 
the  Syariah  Law  realized  consciously 
that  their  proposal  would  not  have  con- 
siderable support  to  be  implemented. 
This  has  also  confirmed  the  acknow- 
ledgement of  religious  plurality  in  Indonesia. 

The  second  was  the  withdrawal  of 
the  military  and  the  police  from  politics. 
This  is  indeed  another  thing  to  be  ap- 
preciated. Many  people  suspect  that  the 
TNI  withdrawal  was  an  astute  and 
calculated  move.  Originally,  the  TNI  was 
to  withdraw  in  2009  but  now  it  is 
changed  to  2004.  With  the  withdrawal 
of  the  military  from  politics,  it  is  now 


the  chance  for  civilian  politicians  to 
prove  they  can  manage  the  country  well 
and  serve  for  the  prosperity  of  Indonesian 
people. 

THE  SUBSTANCE 

The  constitutional  amendments  en- 
acted by  the  MPR  since  1999  are  not 
perfect  by  any  measure.  For  many  people, 
they  are  still  far  from  the  ideal  that 
would  put  Indonesia  on  a  path  toward 
a  prosperous  modern  state  under  demo- 
cratic civilian  rule.  But  the  present 
basic  law  is  certainly  much  better 
than  the  original  1945  Constitution  In 
ensuring  that  power-greedy  dictators  will 
no  longer  rule  the  nation.  At  the  very 
least,  the  amended  1945  Constitution 
has  stripped  away  some  of  the  powers 
of  the  president  and  of  the  MPR,  and 
restored  them  to  their  rightful  owners: 
the  people. 

At  least  nine  new  principles  of  sys- 
tem of  governing  Indonesia  are  adopted 
in  the  new  Constitution  of  Indonesia. 
These  are  as  follows: 

1 .  Unitary  State  with  federal  arrangements; 

2.  People's  sovereignty; 

3.  (Religious)  plurality; 

4.  Statehood  based  on  law; 

5.  Separation  of  Powers  between  Legis- 
lature, Executive  and  Judiciary; 

6.  Mechanism  of  checks  and  balances 
between  State  Institutions; 

7.  Independent  Judiciary; 

8.  Social  Market  Economy;  and, 

9.  Respect  to  Human  Rights. 
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In  political  terms,  the  new  principles 
have  implicated  accordingly  to  the  sub- 
stantial change  in  the  structure  of  the  In- 
donesian state  as  well  as  in  major  re- 
cruitment procedures  of  public  offices. 
The  first  refers  to  the  change  from  an 
integralistic  state  with  an  all-powerful 
highest  institution  of  state  (the  People's 
Consultative  Assembly  or  MPR)  to  a  state 
with  constitutional  checks  and  balances 
and  with  separation  of  powers  between 
the  legislature,  executive  and  judiciary. 
The  latter  refers  to  the  adoption  of  the 
mechanism  of  direct  presidential  election 
and  the  new  procedures  of  general  election 
for  members  of  the  representative  in- 
stitutions, i.e.  the  House  of  People  Re- 
presentatives (DPR)  and  the  House  of 
Regional  Representatives  (DPD). 

There  is  also  a  new  arrangement 
for  the  judiciary  power.  Two  judicial  in- 
stitutions with  different  functions  are 
formed  to  exercise  the  power.  These  are 
the  Supreme  Court  and  the  (new)  Con- 
stitutional Court.  The  first  exercises  the 
judiciary  power  to  organize  the  judi- 
cature in  order  to  enforce  law  and  justice, 
to  hear  a  trial  at  the  highest  (cassation) 
level,  and  to  review  ordinances  and  re- 
gulations made  under  any  law  against 
such  law.  The  latter  has  the  right  of 
judiciary  power  to  try  a  case  at  the  first 
and  final  level,  to  have  the  final  power 
of  decision  in  reviewing  laws  against  the 
Constitution,  to  determine  disputes  over 
the  authorities  of  state  institutions,  to 
decide  over  the  dissolution  ot  a  political 
party  and  the  disputes  on  the  result  of 
general  elections,  and  to  issue  a  de- 
cision over  an  opinion  of  the  DPR  con- 
cerning alleged  violations  by  the  Pres- 


ident and  or  Vice  President  of  the  Con- 
stitution. 

In  more  detail,  the  major  changes  made  to 
the  1 945  Constitution  by  the  four  amendments 
are: 

•  The  sovereignty  of  the  people  is 
no  longer  exercised  in  full  through 
the  MPR  but  is  implemented  in  ac- 
cordance with  the  Constitution  itself. 

•  The  MPR  has  limited  specific  funct- 
ions only.  These  are  to  consider  con- 
stitutional amendments,  to  swear  in 
the  elected  President  and  Vice-Pres- 
ident, to  fill  casual  vacancies  for  Vice- 
President  and  double  casual  vacancies 
for  President  and  Vice-President,  and 
to  decide  on  the  action  to  follow  a 
ruling  by  the  Constitutional  Court 
that  an  impeachment  charge  is  well 
grounded. 

•  The  MPR  is  to  be  made  up  entirely 
according  to  the  principle  that  re- 
presentatives should  be  elected.  It  will 
consist  of  the  members  of  the  DPR 
and  the  members  of  the  new  regional 
chamber,  the  DPD. 

•  The  DPR  and  the  DPD  are  institutions 
representing  respectively  the  people 
and  regions. 

•  The  DPR  has  legislative  powers;  while 
the  DPD  supports  the  implementing 
roles  of  DPR  on  certain  issues  relating 
to  regional  autonomy,  centre/region 
relations  and  natural  resource  manage- 
ment, and  oversight  powers  on  these 
issues  plus  budget  management  of 
tax,  education  and  religion. 

•  The  president  and  vice-president  will 
be  elected  as  one  ticket  in  a  direct 
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STATE  INSTITUTIONS  OF  INDONESIA 
PRE-AMANDMENT  TO  THE  1945  CONSTITUTION 


1945 
Constitution 


People's  Consultative 
Assembly  (MPR) 


DPR  +  Group  Reps  + 
Regional  Reps. 


Supreme 
Auditory 
Board 
(BPK) 


House  of 
People's  Reps. 
DPR 

Elected  + 
Appointed 
(Military  & 
^Police) 


President 


STATE  INSTITUTIONS  OF  INDONESIA 
POST-AMANDMENT  TO  THE  1945  CONSTITUTION 
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People's  Consultative 

Assembly  (MPR) 

House  of 

House  of 

Regional's 

People's 

Represen- 

Represen- 

tatives 

tatives 

(DPD) 

(DPR) 

President  & 
Vice  President 


Constitutional 
Court  (MK) 

Supreme 
Court  (MA) 

Commission 
of  Judiciary 

:  command  lines; 


:  coordination  lines; 


>•  :  oversight  line 


256  THE  INDONESIAN  QUARTERLY,  Vol.  XXX/2002,  No.  3 


Table  1 

THE  ROLE  OF  STATE  INSTITUTIONS 


Institution  Old  System  New  System  Notes/Discussion 


People's 

1. 

Exercise  fully  the 

1. 
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The  new  system  has 

Consultative 

sovereignty  of  the 

Constitution 

fundamentally  changed 

Assembly  (MPR) 

people 

2. 

Inaugurate  elected 

the  status  of  the  MPR 

2. 

Amend  and  Deter- 

President and  Vice 

from  an  omnipotent 

mine  Constitution 

President 

to  a  limited-potent 

3. 

Determine  Guide- 

3. 

Dismiss  the  President 

state  institution. 

lines  of  State  Policy 

and  Vice  President 

A. 

Elect  and  Dismiss 

according  to  the 

the  President  and 

Constitution 

Vice  President 

House  of  People 

1. 

Approve  bills 

1. 

Establish  laws 

The  new  roles  of  DPR 

Representatives 

2. 

Oversee  the  imple- 

2. 

Hold  legislative, 

may  implicate  to  the 

(DPR) 

mentation  of  state 

budgeting  and  oversight 

domination  of  this 

policy 

functions 

institution  over  other 

3. 

Approve  annual 

3. 

Recommend  to  the 

state  institutions,  and 

state  budget 

President  in  appointing 

thereby  thwart  the 

ambassadors,  and  in  function  of  checks  and 

receiving  ambassadors  balances  mechanism, 

of  other  nations 


4.  Recommend  to  the  Pres- 
ident in  granting  amnesty 
and  the  dropping  of  charges 


House  of  Regional 

Representatives 

(DPD) 


No  such  House,  but  a 
political  fraction  in  the 
MPR  with  no  daily 
effective  roles 


1. 


3. 


4. 


Propose  bills  to  the  DPR 
related  to  issues  on 
regional  autonomy, 
relations  of  central  and 
local  government, 
management  of 
resources  and  fiscal 
balance 

Participate  in  the  discussion 
of  bills  related  to  issues  of 
regional  autonomy, 
relations  of  central  and 
local  government, 
management  of  resources 
and  fiscal  balance 
Provide  considerations  to 
the  DPR  on  the  state  budget 
and  bills  related  to  taxation, 
education,  or  religion 
Oversee  the  implementation 
of  regional  autonomy  policy, 
and  submit  the  results  of 
such  oversight  to  the  DPR 


Whit  such  roles,  DPD 
has  no  effective  power 
of  representing  the  in- 
terest of  regions  of  (he 
Indonesian  state. 
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Institution 


Old  System 


New  System 


Notes/Discussion 


Supreme  Court 
(MA) 


1.  Exercise  the  auth- 
ority to  hear  a  trial 
at  the  highest 
(cassation)  level 

2.  Review  ordinances 
and  regulations 
made  under  any 
law  against  such 
law 


Have  the  power  the  organize 
the  judicature  in  order  to 
enforce  law  and  justice 
Exercise  the  authority  to 
hear  a  trial  at  the  highest 
(cassation)  level 
Review  ordinances  and  regu- 
lations made  under  any  law 
against  such  law 


Constitutional 
Court  (MK) 


No  such  court 


5. 


Has  the  authority  to  try  a 
case  at  the  first  and  final 
level  and  have  the  final 
power  of  decision  in 
reviewing  laws  against 
the  Constitution 
Determine  disputes  over 
the  authorities  of  state 
institutions 

Decide  over  the  dissolution 
of  a  political  party 
Decide  over  the  disputes  on 
the  result  of  general  elections 
Issue  a  decision  over  an 
opinion  of  the  DPR  con- 
cerning alleged  violations  by 
the  President  or  Vice  Presid- 
ent of  the  Constitution 


This  court  should  be 
established  at  the  latest 
by  August  1 7,  2003 


Commission  of 
Judiciary 


No  such 
commission 


Commission  of 
Constitution 


No  such 
commission 


2. 


Propose  candidates  for 
appointment  as  justices  of 
the  Supreme  Court 
Maintain  and  ensure  the 
honor,  dignity  and  behavior 
of  judges 


Synchronize  and  harmonize 
chapters,  clauses  and  articles 
of  the  amended  1 945 
Constitution. 


The  membership, 
structure  and  authority 
of  the  Commission  of 
Constitution  will  be 
arranged  by  the  Ad 
Hoc  Committee  of  the 
MPR,  and  shall  be  de- 
cided and  enacted  by 
the  Annual  Session  of 
the  MPR  in  2003 
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election,  with  two  rounds  if  no 
candidate  achieves  50%  +  1  of  the 
vote  and  at  least  20%  in  half  the  pro- 
vinces in  the  first  round. 

•  The  impeachment  process  relating  to 
the  president  and  vice  president 
excludes  removal  from  office  on 
policy  grounds  and  under  which  the 
legal  decision  on  whether  grounds 
for  impeachment  exist  is  determined 
by  the  new  Constitutional  Court. 

•  Establishment  of  a  Constitutional  Court 
separated  from  the  Supreme  Court. 

•  Establishment  of  an  independent 
Judicial  Commission  dealing  with 
proposals  for  Supreme  Court  appoint- 
ments and  with  judicial  ethics  issues. 

•  Abolition  of  the  Supreme  Advisory 
Council  (DPA)  and  the  institution  of 
a  presidential  advisory  council  as 
part  of  the  executive  branch. 

•  Constitutional  backing  for  the  prin- 
ciples of  regional  autonomy. 


•  Human  rights  provisions  added  in 
line  with  the  larger  part  of  the  Uni- 
versal Declaration  of  Human  Rights. 

A  comparison  between  the  old  and 
new  structure  and  functions  of  the  In- 
donesian state  institutions  can  be  seen 
in  the  following  charts  and  Table  1  re- 
spectively. 

COMPOSITION  OF  REPRESENT- 
ATIVE INSTITUTIONS 

The  number  of  members  of  both  DPR 
and  DPD  remains  uncertain.  However, 
this  will  be  determined  through  and  in 
the  Law  on  Composition  and  Structure 
of  DPR,  DPD  and  the  MPR.  Although 
the  law  has  not  yet  been  made,  a  bill  on 
this  issue  is  being  deliberated  in  the 
DPR.  The  DPR  is  expected  to  legislate  the 
bill  in  December  2002  at  the  latest. 

Based  on  tlie  bill,  the  membership 
of  the  DPR  is  designed  to  have  550 
members.   No  clue  how  this  number 


Table  2 

MEMBERSHIP  AND  RECRUITMENT  OF 
REPRESENTATIVE  INSTITUTIONS 

Institution  Membership  Recruitment  Notes 


DPR 


DPD 


MPR 


550 


No  more  than  1/3 
of  the  550  DPR 


DPR  +  DPD 


Elected,  party  based, 
proportional  representation 
with  province  as  electoral 
district 

Elected,  individual  based, 
district  system  with 
province  as  electoral 
district 
All  elected 


Represent  people 


Represent  regions 


Represent  both 
people  and  region 
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came  up.  But,  according  to  the  con- 
stitution, the  total  number  of  DPD 
members  will  be  no  more  than  1/3  of 
the  total  number  of  the  DPR  members. 
As  stipulated  in  one  clause  of  the  bill, 
each  province  should  elect  four  repre- 
sentatives. Indonesia  now  has  31  pro- 
vinces, which  will  make  up  the  total 
number  of  the  DPD  members  to  124  (no 
more  than  1/3  of  the  total  number  of 
the  DPR  members).  Therefore,  there  is 
a  strong  demand  to  add  one  more  re- 
presentative for  each  province. 

THE  NEW  PROCESS  OF  DIRECT 
PRESIDENTIAL  ELECTION 

The  amendment  of  the  1945  Con- 
stitution introduces  a  new  process  of 
presidential  election  in  Indonesia.  The 
process  adopts  a  direct  presidential 
election  in  which  the  President  and 
Vice-President  are  to  be  elected  as  a 
single  ticket  directly  by  the  people. 

The  basic  procedure  of  this  presidential 
election  as  stipulated  by  the  new  Con- 
stitution goes  as  follows: 

1.  Each  ticket  of  candidates  for  President 
and  Vice-President  shall  be  proposed 
prior  to  the  holding  of  the  general 
election  by  political  parties  or  coalition 
political  parties  which  are  participants 
of  the  general  election; 

2.  Any  ticket  of  candidates  for  President 
and  Vice-President  which  polls  a 
vote  of  more  than  fifty  percent  of 
the  total  number  of  votes  during  the 
general  election  and  in  addition  polls 
at  least  twenty  percent  of  the  votes 


in  more  than  half  of  the  total  number 
of  provinces  in  Indonesia  shall  be 
declared  elected  as  the  President 
and  Vice-President;  and, 

3.  In  case  there  is  no  elected  ticket 
of  candidates  for  President  and  Vice 
President,  two  tickets  of  candidates 
that  get  the  first  and  second  most  votes 
in  the  general  election  are  directly 
elected  by  the  people  and  the  ticket 
that  gets  the  most  vote  is  elected 
President  and  Vice  President. 

A  more  detail  procedure  of  this  new 
direct  presidential  election  will  be 
further  composed  in  the  law  that  shall 
be  established  by  the  DPR.  If  the  next 
presidential  election  is  scheduled  for 
2004,  the  law  should  be  completed  by 
the  DPR  by  the  end  of  this  year. 

Once  again,  Indonesia  will  have 
another  new  pcl'tical  experience  of 
direct  presidential  election.  There  is 
some  sceptism  that  this  new  experi- 
ence will  only  endanger  the  social  in- 
tegration of  Indonesian  society.  How- 
ever, there  is  great  optimism  that  In- 
donesia will  succeed  to  have  it,  as  the 
grass  roots  have  been  familiar  with 
direct  election  for  their  local  leaders. 
In  all,  the  adoption  of  direct  pres- 
idential election  should  have  satisfied 
one  achievement  of  political  reform  in 
Indonesia. 

Although  it  is  still  far  to  ensure  the 
most  potential  candidates  for  the  2004 
direct  presidential  election,  there  are 
several  prominent  leaders  that  should 
be  eligible  to  be  nominated  and  or  have 
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intention  to  nominate  as  candidates  of 
President  and  Vice  President.  This  is  re- 
flected by  a  recent  national  polling, 
resulting  more  or  less  the  current  level 
of  popularity  of  the  following  pairs  of 
leaders:  Megawati  Soekarnopoetri  — 
Susilo  Bambang  Yudhoyono  (15,5%); 
Amien  Rais  —  Yusril  Ihza  Mahendra 
(11,5%);  Amien  Rais  —  Megawati  (10,6%); 
Megawati  —  Hamzah  Haz  (8,0%);  and 
Amien  Rais  —  Yudhoyono  (5,4%).^ 

According  to  some  analysts,  Indonesia 
needs  a  'spiritual  leader"  to  lead  this 
transitional  process  to  democracy.  Un- 
fortunately, such  a  leader  could  hardly 
be  found  among  the  current  stock  of 
leaders  who  mostly  come  from  political 
parties.  But,  to  name  a  few,  the  needed 
spiritual  leaders  could  be  Ahmad  Syafii 
Maarif  (Muhammadiyah),  Nurcholish 
Madjid  (intellectual),  Salahuddin  Wahid 
(NadlatuI  Ulama),  and  Azyumardi  Azra 
(intellectual).^ 

WEAKNESSES  OF  THE  NEW  CON- 
STITUTION 

Some  of  the  weaknesses  of  the  new 
amended  Constitution  can  be  listed 
as  follows.  First,  the  amendments  still 
have  problems  regarding  checks  and 
balances  mechanism.  The  current  system 
of  amendment  is  'heavily  legislative'; 
and  the  new  bicameral  system  is  half- 
hearted because  the  regional  legislative 


'See  Kompas,  31  August  2002. 

^See  'Calon  Presiden  Independen',  Kompas 
24  Jul!  2002. 


councils  do  not  share  the  role  of  de- 
cision-making with  the  national  legislature. 

Still  part  of  the  checks  and  balances 
problems  is  the  relationship  between  the 
President  and  the  House  of  Represent- 
atives (DPR).  Now  the  role  of  DPR  is 
much  stronger  than  the  President.  This 
is  understandable  because  of  the  history 
of  an  authoritarian  regime  under  Soe- 
harto,  where  the  DPR  was  very  weak. 
But  now  the  House  seems  too  strong, 
there  is  no  check  and  balance  mechanism 
between  the  president  and  the  House. 
If  the  President  proposes  a  law,  the  House 
has  no  obligation  to  pass  the  law,  while 
if  the  DPR  proposes  a  law  and  the  Pres- 
ident vetoes  it,  then  DPR  only  needs 
to  wait  for  30  days  to  implement  the 
law.  The  role  of  the  president  is  very 
weak,  but  the  presidency  will  have  very 
strong  legitimacy  (after  2004),  so  there 
is  a  gap  between  this  s.irong  legitimacy 
and  the  president's  power. 

Second,  the  impeachment  process  in 
Article  7  of  the  new  Constitution  still 
gives  the  authority  to  the  MPR  to 
evaluate  the  decision  of  the  (future) 
Constitutional  Court.  So  it  turns  out 
that  the  MPR  still  has  such  authority. 
Instead  of  emphasizing  the  rule  of  law 
we  still  have  a  process  prone  to  politic- 
ization;  the  MPR  might  take  a  different 
view  from  the  Constitutional  Court. 

Third,  in  Article  28  of  the  Constitution, 
there  is  still  the  retroactive  clause  barring 
investigations  into  past  human  rights 
violations  which  will  save  the  likes  of 
Golkar  people  (from  prosecution).  This 
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is  a  concrete  example  of  politicking 
that  affects  the  substance  of  the  con- 
stitution. 

Fourth,  the  amended  Constitution 
failed  to  mention  crucial  auxiliary  state 
institutions,  such  as  the  independent 
and  permanent  General  Elections  Com- 
mission (KPU),  an  anticorruption  com- 
mission, the  National  Commission  on 
Human  Rights  (Komnas  HAM)  and  the 
National  Ombudsman.  The  inclusion  of 
such  state  institutions  in  the  Constitution, 
aside  from  the  fact  that  their  presence 
was  stipulated  under  legislation,  would 
give  a  stronger  legal  basis  to  their  work 
in  providing  an  appropriate  system  of 
checks  and  balances  on  the  government. 

Finally,  there  is  a  crucial  issue  of 
Clause  3  7  on  the  form  of  the  state. 
Without  public  knowledge  it  was  suddenly 
made  into  a  non-amendable  article.  Re- 
gardless of  whether  the  form  of  the  state 
should  be  changed,  this  very  crucial 
clause  cannot  be  made  into  a  non-amend- 
able article. 

IMPACTS  AND  CONSEQUENCES 

The  full  package  of  changes  should 
takes  immediate  effect.  Transitional  pro- 
visions provide  that  where  new  legis- 
lation and  institutions  do  not  yet  exist, 
the  existing  arrangements  stay  in  place. 
For  example,  the  Supreme  Court  will 
undertake  the  functions  of  the  Con- 
stitutional Court  until  this  body  is  set 
up,  which  is  to  happen  by  August  2003. 
The  existing  MPR  and  DPR  will  stay  in 
place  until  the  2004  elections. 


A  considerable  volume  of  implement- 
ing legislation  and  other  legal  instruments 
is  now  necessary.  First,  the  MPR  should 
review  the  status  of  its  existing  decrees 
(TAP  MPR),  because  it  will  no  longer 
have  the  power  to  use  these  instruments 
to  make  policy  directions.  Some  of 
these  decrees  -for  example,  the  decree 
establishing  the  hierarchy  of  status  of 
legal  instruments—  will  need  to  be  re- 
placed by  appropriate  laws. 

The  MPR  will  also  review  its  standing 
orders  to  bring  them  into  line  with  the 
Constitution.  This  means  that  the  2003 
MPR  session  will  receive  and  hear  a 
report  from  the  President  without  dis- 
cussion, and  that  there  should  be  no 
MPR  session  to  receive  an  account- 
ability report  in  2004  before  the  election. 

At  the  same  time,  the  Government 
and  the  DPR  need  to  prepare  and  de- 
bate the  laws  before  being  enacted.  So 
many  clauses  in  the  constitution  cite 
further  regulation  through  laws,  which 
leaves  too  much  power  in  the  hands  of 
legislators.  There  are  at  least  30  new 
legislations  required  by  the  constitution. 
Among  the  30  new  laws  to  be  made, 
some  are  urgently  required  in  the  per- 
spective of  two  years  to  come.  These 
are  as  follows: 

•  The  new  electoral  and  political  party 
legislation. 

•  Legislatidn  for  direct  presidential  elections. 

•  Legislation  on  the  structure  and  com- 
position of  representative  institutions, 
in  particular  the  new  provisions  for 
the  DPD. 
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•   Legislation  on  the  establishment  of 
the  Constitutional  Court. 

Another  problem  is  the  urgency  of 
a  constitutional  commission.  Its  form- 
ation will  still  depend  on  the  MPR.  As 
contained  in  the  MPR  decree  on  the 
establishment  of  the  commission,  the 
MPR's  Working  Body  will  determine 
whether  such  a  commission  will  be 
established  by  2003.  The  fact  that  the 
commission  is  ruled  by  an  MPR  decree 
has  made  it  very  weak.  The  next  Annual 
Session  could  make  it  void. 

It  can  be  expected  that  within  the 
next  two  years,  Indonesia  is  likely  to 
debate  again  on  some  other  crucial 
political  issues.  During  that  period,  po- 
litical conditions  might  go  ups  and 
downs.  But,  with  the  experience  of  suc- 
ceeding the  completion  of  the  amend- 
ment to  the  constitution,  there  is  a  lot 
of  assurances  that  the  coming  political 
process  of  completing  the  political  laws 
might  also  run  successfully  and  peace- 
fully. What  can  be  learnt  from  it  is  that 
this  coming  political  process  should 
involve  more  public  participation  as  to 
ensure  the  transparency  of  the  process 


and  the  sense  of  belonging  of  the  public 
to  the  results  of  the  political  process. 

That  also  emphasizes  the  fact  that 
although  a  relatively  democratic  basic 
law  has  already  been  established  in 
Indonesia,  it  would  be  meaningless  with- 
out fundamental  cultural  changes  of  the 
Indonesian  people.  The  basic  law  creates 
the  legal  justification  for  the  setting  up 
of  a  democratic  political  system.  It  is 
only  the  Indonesian  people's  commit- 
ment and  consistency  to  implement  the 
values  and  principles  of  democracy  that 
can  guarantee  the  democratic  political 
system  to  function. 

The  next  two  year  period  (2002- 
2004)  will  be  the  first  significant  test 
for  the  Indonesians  whether  or  not 
they  are  capable  of  sustaining  further 
process  of  peaceful  democratic  reform. 
Nobody  said  the  road  to  democracy 
would  be  short  and  painless.  When  this 
nation  opted  for  reform  rather  than 
revolution,  it  might  take  longer  but  the 
road  to  democracy  and  prosperity  could 
be  more  certain.  Today,  with  the  MPR 
having  completed  the  constitutional 
amendment  process,  the  Indonesian 
people  are  probably  only  halfway  there. 


Indonesia  and  the  September  11  Attacks: 
Domestic  Reactions  and  Implications* 

Rizal  Sukma 


INTRODUCTION 

AS  history  has  proved,  the  struc- 
ture of  international  order  has 
often  changed  with  the  occurr- 
ence of  a  dramatic  defining  event.  The 
end  of  the  Second  World  War  in  1945, 
for  example,  served  as  a  crucial  event 
for  the  emergence~of  the  Cold  War  in- 
ternational order.  When  the  Berlin  Wall 
fell  in  1989,  the  international  com- 
munity saw  it  as  the  beginning  of  the 
birth  of  Post-Cold  War  order.  Now, 
the  Post-Cold  War  international  order 
was  said  to  have  been  brought  to  an 
end  by  the  collapse  of  the  World 
Trade  Centre  in  New  York  on  11  Sep- 
tember 2001.  Indeed,  the  horrific  ter- 
rorist attacks  on  the  United  States  (US) 
were  a  despicable  example  of  an  evil 
act  against  humanity.  It  serves  as  a 
wake-up  call  for  anyone  that  terrorism 
has  taken  a  new  turn  both  in  terms  of 
its  methods,  forms  and  the  damage  it 


*  Paper  presented  for  the  Workshop  of  APAP 
Project  on  "Asia  Pacific  Regional  and  Global 
Order  in  the  Post  9-11  World",  Seam  Reap,  26- 
28  February  2002. 


inflicted  on  human  lives.  For  the  US 
itself,  the  barbaric  attacks  expectedly 
forced  it  to  respond  swiftly  through  a 
declaration  of  global  war  against  terrorism, 
starting  with  a  military  strike  against 
Afghanistan. 

The  impacts  of  the  September  11 
were  soon  felt,  and  still  are,  across  the 
globe.  It  clearly  reinforces  the  notion 
of  the  borderless  world.  When  the  im- 
pacts of  the  attacks  were  immediately 
felt  in  national  domain  of  almost  every 
countries,  the  traditional  notion  of  ter- 
ritorial boundaries-that  signifies  the  se- 
paration of  independent  sovereign  states 
from  each  other-becomes  less  relevant. 
This,  for  example,  is  clearly  demon- 
strated in  various  domestic  reactions 
in  many  parts  of  the  world,  especially 
within  the  Muslihn  world.  Indonesia  is 
no  exception,  and  soon  faced  with  a 
formidable  challenge  in  handling  the 
impacts  of  the  event  on  its  domestic 
scene.  When  the  US  and  its  allies  began 
to  point  to  Osama  bin  Laden  and  his 
associates  in  the  Al-Qaeda  as  the  per- 
petrators, the  pressure  was  particularly 
mounting  on  Indonesia's  government. 
As  the  largest  Muslim  country  in  the 
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world,  Indonesia's  reactions  to  the  Sep- 
tember 11,  and  the  subsequent  Amer- 
ican-led war  on  terrorism,  would  cer- 
tainly not  be  lost  on  the  US,  and  indeed 
on  the  international  community. 

This  paper  analyzes  the  Indonesian 
reactions  to  .the  September  11  and  its 
aftermath.  The  discussion  is  divided 
into  three  sections.  The  first  section 
examines  the  Indonesian  government's 
response  to  the  event  of  September 
11  and  subsequent  American  military 
campaign  in  Afghanistan.  The  second 
section  examines  the  wider  debate  on 
the  issue  within  Indonesia's  Muslim  com- 
munity and  locates  the  place  of  both 
radical  and  moderate  voices  within  that 
debate.  The  third  section  discusses  In- 
donesia's position  in  dealing  with  the 
issue  of  terrorism,  especially  amidst  sug- 
gestions on  the  presence  of  terrorist  net- 
works in  the  country. 

THE  GOVERNMENT  POSITION: 
STRATEGIC  AMBIGUITY  OR  PLAIN 
HYPOCRISY? 

In  general,  Indonesians  —both  within 
and  outside  the  government,  and  across 
different  ideological  spectrum—  were  quick 
in  condemning  the  September  11  ter- 
rorist attacks  on  the  US.  However,  when 
it  came  to  the  formulation  of  an  official 
government  position,  the  event  proved 
to  be  the  first  serious  challenge  to 
President  Megawati  government  since 
she  became  Indonesia's  fourth  president 
in  July  2001.  Indonesia  was  once  again 
caught  between  international  necessity 
on  the  one  hand  and  domestic  political 


reality  on  the  other.  To  that  effect, 
Megawati  government  was  forced  to 
find  a  balance  between  US'  demands 
for  full-fledged  support  on  its  war  against 
terrorism  on  the  one  hand,  and  radical 
Islamic  groups'  outcry  at  home  demanding 
the  government  to  take  a  primarily 
anti-US  stance  on  the  other. 

A  Delicate  Balancing  Act:  Indonesia's 
Government  and  September  11 

In  formulating  its  official  stance,  Indo- 
nesia's government  was  torn  between 
two  conflicting  positions.  It  recognized 
that  Indonesia  would  soon  have  to 
undergo  a  delicate  balancing  act.  On 
the  one  hand,  government  officials 
loyal  to  President  Megawati  were  greatly 
aware  that  the  horrific  event  would  be- 
come a  serious  international  issue  with 
serious  implications  for  the  whole  world, 
including  Indonesia.  In  that  context, 
Indonesia  might  not  have  many  choices 
but  to  express  its  support  to  the  US' 
call  for  combating  terrorism.  On  the  other 
hand,  it  also  recognized  the  need  to 
carefully  weight  its  position  against 
possible  domestic  reactions,  particularly 
from  the  Muslim  community.  To  that 
effect,  Megawati  government  was  aware 
that  its  support  to  the  US'  call  for  global 
war  on  terrorism  might  be  Construed  at 
home  as  an  act  of  submission  to  the  US. 

The  pressure  was  strongly  felt  by  In- 
donesia's government  as  President  Mega- 
wati was  scheduled  to  leave  for  the 
United  States  to  meet  President  George 
Bush  on  the  19  September,  a  week 
after  the  WTC  tragedy.  As  the  date  for 
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her  departure  was  approaching,  the  situ- 
ation in  Jakarta  quickly  turned  to  her 
disadvantage.  Several  Islamic  groups  be- 
gan to  stage  protests  on  the  streets  of 
Jakarta,  and  expressed  their  anger  at 
the  US'  accusation  of  Osama  bin  Laden 
as  the  mastermind  of  the  September  11 
attacks;  an  act  they  saw  as  the  US' 
attempt  to  take  Islam  as  the  scape- 
goat. The  timing  of  Megawati's  departure 
became  all  more  delicate  when  her 
Vice-President,  Hamzah  Haz  of  the  Mus- 
lim-oriented United  Development  Party 
(PPP),  began  to  express  his  displeasure 
to  what  he  saw  as  an  attempt  by  the 
US  to  discredit  the  Islamic  world.  He 
not  only  resented  accusation  by  the  US 
against  the  Al-Qaeda  and  Osama  bin 
Laden  but  also  went  to  the  extent  of 
saying  that  the  attacks  "will  hopefully 
cleanse  the  USA  of  its  sins."^ 

President  Megawati  took  off  lo  the 
US  with  such  domestic  political  scene 
at  the  background.  Indonesia's  official 
position  was  revealed  by  President  Me- 
gawati directly  to  President  George  Bush 
during  a  meeting  at  the  White  House 
on  19  September  2001.  She  told  her 
host  "we  mourn  with  America,  that 
we  share  your  grief  and  outrage,  and 
that  we  strongly  condemn  terrorism  in 
all  of  its  forms  and  manifestations."  She 
also  stressed  that  "Indonesia  is  ready  to 
cooperate  with  the  US  and  other  civil- 
ized countries  on  counter-terrorism."^ 


Pikiran  Rakyat,  1 7  September  200 1 . 

President  Megawati  Soekarnoputri,  address  at 
the  gala  dinner  in  Washington  DC,  held  by  the 


President  Megawati  also  "condemned 
the  barbaric  and  indiscriminate  acts 
against  innocent  civilians,"  and  pledged 
"to  cooperate  with  the  international  com- 
munity in  combating  terrorism.'^  In 
New  York,  President  Megawati  called 
the  September  1 1  as  "the  worst  atrocity  ... 
in  the  history  of  civilization.""* 

In  return  for  her  support,  Washington 
pledged  to  continue  its  support  to  help 
Indonesia  rebuild  its  economy  shattered 
by  the  Asian  financial  crisis  of  the  late 
1990s,  and  expressed  continuing  sup- 
port for  Indonesia's  difficult  transition 
towards  democracy.  The  most  encour- 
aging promise  by  Washington  to  the 
Indonesian  government  was  the  pledge 
to  seek  for  a  renewal  of  military  ties  be- 
tween the  two  countries,  which  had 
been  disrupted  since  September  1999, 
including  the  promise  to  lift  an  embargo 
on  sales  of  non-lethal  military  items 
and  the  establishment  of  a  bilateral 
security  dialogue.  In  total,  Washington 
pledged  to  provide  financial  aid  of 
US$657.7  million  to  Indonesia.^ 

In  Indonesia,  however,  the  good 
news  was  received  with  a  degree  of 
suspicion,    especially    within  radical 


United  States-Indonesia  Society,  19  September 
2001,  reprinted  in  The  Jakarta  Post,  21  September 
2001. 

Joint  Statement  between  the  United  States  of 
America  and  the  Republic  of  Indonesia,  19  Sep- 
tember 2001. 

'^The  Jakarta  Post,  1  November  2001 . 

^The  Jakarta  Post,  22  September  2001. 
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Islamic  circles.  Jafar  Umar  Thalib,  the 
leader  of  Laskar  Jihad,  maintained 
that  Megawati's  visit  to  the  US  'clearly 
ignored  the  feeling  of  the  ummah.'  The 
visit,  he  said,  'can  be  seen  as  a  form  of 
support  by  Megawati  to  America's  plan 
to  attack  Afghanistan.'^  Consequently, 
anti-American  protests  grew  larger  and 
stronger,  especially  in  response  to  the  re- 
ports of  the  imminent  American  attacks 
on  Afghanistan.  Mass  demonstrations 
against  the  US  were  now  also  staged  in 
several  other  cities  by  several  Islamic  or- 
ganizations. 

The  scope  of  the  protests  became 
alarming  when  several  hard-line  Islamic 
groups,  such  as  the  Islamic  Defenders 
Front  (FPI)  and  the  Laskar  Jihad  (Jihad 
Troops)  began  to  warn  Americans  to 
immediately  leave  Indonesia.^  They  also 
threatened  to  use  their  paramilitaries  to 
'sweep'  hotels  and  other  places  in  search 
of  American  visitors.  Some  even  went 
to  the  extent  of  threatening  to  attacks 
American  facilities  and  interests  in  Indo- 
nesia should  the  US  carried  out  its  plan 
to  attack  Afghanistan.  Concerned  about 
the  growing  magnitude  of  anti-American 
protests  and  threats  to  American  interests 
and  citizens,  the  US  Ambassador  to  In- 
donesia, Robert  Gelbard,  filled  a  request 
for  a  security  guarantee  to  the  Indonesian 
Police. °  When  he  felt  that  the  Police 


See,  interview  with  Jafar  Umar  Thalib,  Koran 
Tempo,  25  September  2001. 

^The  Jakarta  Post,  22  September  2001. 

^Korar)  Tempo,  22  September  2001 . 


would  not  be  able  to  extend  such  guar- 
antee, the  US  Embassy  was  forced  to 
close  for  two  weeks.^ 

The  most  serious  development,  how- 
ever, occurred  on  25  September  when 
the  Indonesia's  Council  of  Ulamas  (MUl), 
stated  its  position.  The  Council,  a  semi- 
official body  of  Indonesian  clerics,  issued 
a  declaration  calling  'on  Muslims  in 
the  world  for  jihad  fii  sabilillah  (fight  in 
the  path  of  Allah)  should  the  aggression 
by  the  US  and  its  allies  against  Afghan- 
istan and  the  Islamic  world  occur.'^°  The 
MUl's  Secretary-General  Din  Syamsud- 
din,  arguing  that  the  aggression  towards 
Afghanistan  could  be  seen  as  [an  act  ofl 
hostifity  and  hatred  against  Islam  and 
Muslims,  and  as  [an  act  of]  injustice, 
terrorism  and  a  form  of  imperialism, 
called  on  'the  US  government  to  reflect 
on  the  injustices  it  has  been  responsible 
for  and  the  double  standards  it  has 
adopted,  especially  the  violations  against 
human  rights  that  have  affected  the 
Muslim  community.'''  Two  other  im- 
portant points  included  in  the  Council's 
statement  —the  condemnation  of  the  Sef>- 
tember  1 1  terrorist  attacks  and  its  oppos- 
ition to  the  planned  'sweeping'  against 
American  citizens—  were  understandably 
overshadowed  by  the  call  for  jihad.  In 
effect,  the  MUl's  declaration  of  jihad 
was  seen  as  'one  of  the  harshest  state- 
ments of  support  for  the  Taliban  heard 


"^Kompas,  28  September  2001 . 

'°7/ie  yafcarta  Post,  26  September  2001 . 

''ibid. 
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from  any  state-sponsored  religious  body 
in  the  Muslim  world. "^^ 

The  pressure  intensified  with  the 
US  finally  going  ahead  with  its  plan  to 
attack  Afghanistan  and  the  Taliban.  As 
anti-US  protests  now  began  to  pose  a 
challenge  to  Megawati  presidency,  on 
8  October  2001  the  government  was 
forced  to  produce  a  six  points  statement 
on  the  issue. ^■^  The  six  points  contained 
in  the  statement  are  as  follows: 

•  the  government  of  Indonesia  expressed 
a  deep  concern  that  a  military  act  was 
finally  carried  out; 

•  Indonesia  noted  the  statement  by 
American  government  that  the  op- 
eration is  only  launched  against  ter- 
rorist training  camps  and  military 
installations,  -and  that  the  operation 
is  not  meant  as  an  act  of  hostility 
against  Islam; 

•  the  government  of  Indonesia  hopes 
that  the  operation'  is  strictly  limited 
in  terms  of  targets  and  duration  so 
that  it  would  minimize  civilian  casu- 
alties; 

•  Indonesia  calls  on  the  United  Nation 
to  undertake  collective  response  to 
restore  the  situation; 

•  the  government  of  Indonesia  warns 
tha'i  reactions  and  sympathy  from  In- 


donesian society  should  not  be  ex- 
pressed in  ways  contrary  to  the  law; 

•  Indonesia  would  provide  humanitarian 
assistance  to  ease  the  suffering  of  the 
people  of  Afghanistan. 

Such  position,  however,  angered  radical 
groups  in  Indonesia,  especially  due  to 
the  fact  that  the  government  failed  to 
condemn  US  military  action  against 
Afghanistan.  The  statement,  which  stopped 
short  of  criticizing  the  US  military  cam- 
paign, was  also  seen  as  a  statement  of 
support  to  the  US.  Consequently,  anti- 
American  protests  intensified.  Radical 
groups  began  to  burn  American  flags  and 
effigy  of  President  Bush.  Threats  to  expel 
American  citizens  intensified.  In  Makassar, 
South  Sulawesi,  Japanese  flag  at  its  con- 
sulate there  was  hauled  down  by  a 
group  of  radical  students.^'*  Several 
Islamic  organizations  began  to  launch 
a  campaign  to  boycott  American  goods 
and  products.  Some  even  began  to 
register  volunteers  to  be  sent  to  join 
the  Taliban  government  in  Afghanistan 
in  their  fight  against  the  US.  The  MUl 
condemned  the  US  military  campaign 
as  *a  manifestation  of  arrogance  and 
oppression,'  renewed  its  call  for  jihad, 
and  urged  the  Indonesian  government 
to  temporarily  freeze  its  diplomatic  re- 
lations with  the  US  and   its  allies.'^ 


^ ^Robert  W.  Hefner,  "Muslim  Politics  in  Indo- 
nesia After  September  11,'  statements  before  US 
House  of  Representatives,  at  http://www.house. 
Rov/international  relations/hefn  1 2 1 2.htm 

See,  Statement  of  the  Government  of  Indo- 
nesia on  Military  Action  in  Afghanistan,  8  October 
2001. 


The  Jakarta  Post,  10  October  2001. 

^^See,  Pernyataan  Sikap  Majelis  Ulama  Indo- 
nesia dan  Organisasi/Lembaga  Islam  di  Indonesia 
[Statement  by  Indonesia's  Council  of  Ulama  and 
Indonesia's  Islamic  Organizations  and  Institutions], 
issued  in  Jal<arta,  8  October  2001. 
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Din  Syamsuddin  even  declared  that 
"the  MUl  will  not  bar  the  Muslims  [in  In- 
donesia] from  taking  up  arms  to  wage 
jihad.  That  is  part  of  human  rights. "^^ 
The  call  by  the  MUl  that  Indonesia 
should  break  its  diplomatic  ties  with  the 
US  was  increasingly  voiced  by  other 
radical  Islamic  groups. 

Such  turn  of  events  clearly  put  Mega- 
wati government  on  the  defensive.  Mega- 
wati finally  bowed  to  the  pressure  when, 
on  14  October  at  the  Istiqial  Grand 
Mosque  in  Jakarta,  she  issued  sharp  cri- 
ticisms of  the  US  military  campaign  in 
Afghanistan.  She  declared  that  "it  is  un- 
acceptable that  someone,  a  group  or 
even  a  government  —arguing  that  they 
are  hunting  down  perpetrators  of  the 
terror—  attack  people  or  another  country 
for  whatever  reason.'  She  also  maintained 
that  'there  are  rules  that  need  to  be  ob- 
served. Without  observing  those  rules, 
the  action  initially  meant  to  combat 
violence  at  the  end  would  itself  be- 
come a  new  act  of  terror  and  violence" 
and  'blood  cannot  be  cleansed  with 
blood. The  speech,  especially  the 
criticisms  against  the  US,  was  widely 
seen  in  Indonesia  and  abroad  as  a 
significant  departure  from  Indonesia's 
previous  stance  on  the  issue.  As  men- 


'  ^'Afghanistan  Pun  Membara'  [Afghanistan  Is 
on  Fire],  Pan/7  Masyarakat,  17  October  2001. 

'^'Unacceptable,  looking  for  Terrorists  by  At- 
tacking Other  Countries,'  Tempo  Interaktif,  avail- 
able at  http://www.tempointeraktif.com/news/2001/ 
10/14/1,1, 18, id.html,  accessed  on  24  February  2002 
at  13.34  pm  (Indonesian  time).  The  complete  text 
of  the  speech  available  at  http://www. Indonesian 
embassv.org.uk 


tioned  earlier,  in  its  statement  on  8 
October,  Megawati  government  refra- 
ined from  criticising  the  American  attack, 
expressing  instead  the  hope  that  'the 
operation  is  strictly  limited  in  terms  of 
targets  and  duration  so  that  it  would 
minimise  civilian  casualties.''^ 

The  next  day,  however,  the  police  dis- 
persed a  major  anti-American  protest  by 
Islamic  Defenders  Front  (FPI)  in  front 
of  the  parliament  building  in  Jakarta. 
There  was  violence  on  both  sides,  and 
more  than  a  dozen  people  were  injured 
when  the  police  broke  up  the  demon- 
stration. It  seemed  that  the  message  was 
clear.  The  government  would  not  tole- 
rate further  threats  to  social  order  and  its 
international  reputation.  Vice  President 
Hamzah  Haz,  who  had  been  critical  of 
American  policy  after  September  11,  by 
mid-October  was  toning  down  his  rhetoric 
and  downplaying  differences  between 
his  own  and  Megawati's  positions.'^ 
Within  days,  the  sights  of  anti-American 
protesters  calling  for  jihad  quickly  disap- 
peared from  the  streets  of  Jakarta  and 
other  major  cities.  Habieb  Raziq,  leader 
of  FPI  and  the  most  vocal  opponents  of 
American  campaign  in  Afghanistan,  be- 
gan to  tone  down  his  rhetoric  and  now 
filled  a  lawsuit  against  the  police,  claiming 
that  the  police  had  violated  their  human 
rights.  He  also  publicly  stated  that  FPI 


Statement  of  the  Government  of  Indone- 
sia on  Military  Action  in  Afghanistan,  8  October 
2001. 

'^'Mega  Akhirnya  Kecam  Amerika'  [Mega 
Finally  Condemned  America],  Suara  Merdeka,  16 
October  2001. 
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members  had  not  searched  for  foreigners 
and  would  not  do  so  in  the  future,  main- 
taining that  "the  issue  is  only  talks."^° 

Regardless  the  effects  of  the  speech 
on  the  streets  in  Jakarta,  the  change  of 
tone  in  Megawati  government's  position 
inevitably  attracted  some  reactions  from 
abroad.  A  strong  criticism  was  soon  dir- 
ected at  Megawati's  speech  by  Australia, 
a  close  American  ally  in  the  Pacific. 
Prime  Minister  John  Howard  remarked 
that  the  speech  could  bring  instability 
to  the  Asia-Pacific  region. Meanwhile, 
the  response  in  Washington  was  de- 
cidedly muted,  with  some  government 
officials  saw  the  remarks  as  being  "not 
helpful."  White  House's  Press  Secretary 
Ari  Fleischer  simply  commented  on  Me- 
gawati's criticism  by  saying  that  "the 
best  defence  [against  terrorism]  is  a  strong 
offense.""  And,  unlike  PM  Howard,  US 
Deputy  Secretary  of  State  Richard  Ar- 
mitaige  downplayed  the  remarks,  saying 
that  he  believed  that  Indonesia  would 
continue  to  be  supportive  of  the  US.^^ 
However,  one  American  analyst  simply 
labelled  Megawati's  speech  as  an  instance 


Bill  Cuerin,  "Will  Indonesia  Leader  Please 
Step  Forward,'  Asia  Times  On-Line,  20  October 
2001,  at  http://www.atimes.com 

Pihiran  Rakyat,  1 9  October  2001 . 

^^djuoted  in  'Soal  Pernyataan  Mega:  Syafil 
NIlai  Cukup,  Akbar  Minta  Diformalkan"  [On  Me- 
ga's  Remarks:  Syafii  Said  Enough,  Akbar  Asked 
to  be  Formalized],  Suara  Merdeka,  18  October 
2001. 

John  Roberts  and  Peter  Symonds,  "Megawati 
Continues  Balancing  Act  in  Indonesia,"  World  So- 
cialisl  Web  Site,  22  October  2001,  at  hltp:// 
www.wsws.orR/articles/2001/indo-022-prn 


of  "hypocrisy."  For  others,  Megawati's 
criticism  "was  largely  meant  for  internal 
consumption."^^  With  such  differing 
responses,  one  can  view  Megawati's  re- 
marks, and  Indonesia's  changed  position, 
either  as  an  instance  of  plain  hypocrisy 
or  as  a  form  of  strategic  ambiguity. 

Indonesia  and  the  US-Led  War  Against 
Terrorism 

Despite  significant  decrease  in  overt 
anti-American  sentiments  on  the  streets 
of  Jakarta,  the  Indonesian  government 
continued  to  stress  its  opposition  to  the 
American  military  campaign  in  Afghan- 
istan. Coordinating  Minister  for  Political, 
Social,  and  Security  Affairs  Lt.-Gen.  (ret.) 
Susilo  Bambang  Yudhoyono,  for  exam- 
ple, warned  that  the  US-led  attacks  on 
Afghanistan  could  spark  a  clash  of  civil- 
ization. Yudhoyono  feared  that  "if  this 
conflict  widens,  then  many  countries 
will  be  destabilized.  This  will  create 
a  new  unwanted  conflict,  for  example 
the  West  against  non-Western  countries, 
the  United  States  versus  the  rest  of  the' 
world."  He  also  maintained  that  de- 
spite Indonesia's  support  to  the  efforts  to 
combat  terrorism,  it  saw  the  use  of  ex- 
cessive military  force  by  the  US  as 
counter-productive.^^ 


Dana  Dillon,  'Hypocrisy  in  Jakarta,"  at  http:// 
www.heritage.orR/views/2001/ed1  n301.html 

25 

Roberts  and  Symonds,  "Megawati  Continues 
Balancing  Act." 

"Indonesia  Warns  US  of  War  Between  West 
and  Rest  of  World,"  Islam  Online.net,  at  http:// 
64.29.21 0.2 16/EnRlish/news/2001-1 0/1 8/article4. 
shlml 


270 


THE  INDONESIAN  QUARTERLY,  Vol.  XXX/2002,  No.  3 


In  late  October  2001,  President  Mega- 
wati called  on  the  US  to  stop  its  bomb- 
ings 6f  Afghanistan,  es'pecially  during 
the  Muslim  holy  month  of  Ramadhan  and 
Christmas.  Speaking  at  the  opening  of 
MPR  Annual  Session,  she  maintained  that 
'prolonged  military  action  is  not  only 
counter-productive  but  also  can  v.'eaken 
the  global  coalition's  joint  effort  to 
combat  terrorism. '^^  She  also  stated 
that  'we  call  for  the  need  for  a  human- 
itarian pause  to  provide  an  opportunity 
to  handle  humanitarian  aspects,  and  to 
find  a  way  to  find  a  solution  via  political 
and  diplomatic  means. '^^  She  also  de- 
manded the  US  to  offer  proof  that  Osama 
bin  Laden  was  responsible  for  the  Sep- 
tember 11  attacks.  Megawati  reminded 
the  US  that  'it  is  an  obligation  of  every 
party  to  help  find  and  show  to  the 
world  the  convincing  evidence  of  con- 
nection of  any  elements  allegedly 
involved  in  these  irresponsible  actions 
before  taking  measures  to  combat  ter- 

»29 

rorism. 

Indonesia  displayed  its  uneasiness 
with  the  US-led  coalition  against  terror- 
ism when  Foreign  Minister  Hassan  Wira- 


''^'Mega wall  Urges  End  to  U.S.  Strikes,'  CNN. 
com,  accessed  on  24  February  2002  at  http:// 
www.cnn.eom/2001/WORLD/asiapf/southeast/1 1/ 
01/megawati.address 

2^lbid. 

^^Richard  C.  Paddock,  'Indonesian  President 
Urges  Halt  to  U.S.  Bombing  of  Afghanistan,'  Los 
Angeles  Times,  2  November  2001,  at  http:// 
www-tech.mit.edu/v1 21/N56/lndonesia  Prez.56w. 
html 


yuda,  speaking  during  the  Asia-Pacific 
Economic  Meeting  (APEC)  meeting  in 
Shanghai,  maintained  that  Indonesia 
wanted  to  see  the  United  Nations  take 
the  leading  role  and  initiate  a  collective 
response  in  combating  international  ter- 
rorism.^°  After  a  meeting  with  US  Se- 
cretary of  State  Colin  Powell  on  Friday, 
Foreign  Minister  Wirayuda  stated  that 
his  government  believes  'a  collective 
international  response'  to  the  Sept.  11 
terrorist  attacks  is  preferable  to  uni- 
lateral US  military  action.^'  Indonesia's 
reluctance  to  fully  become  part  of  an 
American-led  coalition  against  terrorism 
was  also  evident  when  the  US  de- 
manded that  every  country  took  necessary 
measures  to  freeze  financial  assets  of  or- 
ganizations suspected  to  have  links  with 
international  terrorism. 

Again,  domestic  political  calculation 
seemed  to  have  played  an  important 
role  here.  For  Indonesia,  the  US'  demand, 
despite  backed  by  UN  Resolution  No. 
1333/2000  and  No.  1373/2000,  pre- 
sented the  government  with  a  difficult 
dilemma.  As  noted  by  Sheldon  Simon, 
'to  scrutinize  [Islamic  charities]  in  Indo- 
nesia risks  a  significant  Muslim  backlash. 
Moreover,  neither  the  Finance  Ministry 
nor  Bank  Indonesia  is  equipped  to  mon- 
itor the  thousands  of  financial  trans- 
action coming  from -overseas  to  non- 


^"'Indonesia  Wants  U.N,  to  Lead  Fight  Against 
Terrorism,'  IslamOnline.net,  19  October  2001. 

^''Bush  Sells  War  Versus  Terror  to  Apec,' 
Man/7a  Times.  21  October  2001,  internet  edition, 
http://www.manilatimes.net 
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governmental  organizations."-'  The  reality 
on  the  ground,  however,  was  murkier  that 
Simon  has  suggested.  Even  after  Indonesia 
agreed  to  undertake  investigation,  after 
a  long  delay,  responses  from  Indonesian 
officials  to  the  request  were  still  marked 
by  a  degree  of  reluctance  and  resentments. 
The  Governor  of  Central  Bank,  for  exam- 
ple, responded  to  the  request  by  saying 
that  it  was  easier  said  than  done.  A 
Cabinet  Minister,  Yusril  Ihza  Mahenda, 
maintained  that  "we  cannot  just  freeze 
those  assets  unless  we  have  solid  evid- 
ence.'^^ 

In  general,  however,  Indonesia  came 
to  be  seen  as  being  not  interested  in 
pursuing  the  issue  of  terrorism.  Some  US 
officials  began  to  criticize  Indonesia,  ac- 
cused it  of  being  too  slow,  and  un- 
cooperative.An  American  analyst 
bluntly  stated  that  "the  Americans  are 
keeping  a  scorecard  for  what  is  bei.ng 
done  in  Asia.  Singapore,  Malaysia  and 
the  Philippines  are  getting  almost-perfect 
scores  for  reining  in  the  terrorists.'  In 
contrast,  'the  Indonesians  have  got  a  big 
fat  goose  egg  for  not  trying  hard 
enough"''^  Pressure  on  Indonesia  "to  do 
more,'  however,  began  to  mount  when 
an  Indonesian  national,  Fathur  Rohman  Al 


See,  Sheldon  W.  Simon,  'Mixed  Reactions 
in  Southeast  Asia  to  the  U.S.  War  on  Terrorism,' 
Comparative  Connection,  October-November  2001. 

^^Interview  with  Yusril  Ihza  Mahendra,  Fo- 
rum Keadilan,  no.  13  (18  November  2001). 

^^The  lai<ana  Post,  9  January  2002. 

^^The  Straits  Times,  20  January  2002. 


Ghozi,  was  arrested  in  Manila  for  Illegally 
keeping  tons  of  explosive  materials.  Later, 
Al  Ghozi  revealed  that  he  is  a  member  of 
Jamaah  Islamiyah  group,  which  is  be- 
lieved to  have  maintained  closer  ties  with 
Al  Qaeda.^^  Following  the  arrest  of  Al 
Ghozi,  Malaysian  police  also  arrested 
members  of  Malaysian  Militant  Group 
(KMM),  in  which  an  Indonesian  Muslim 
cleric,  Abu  Bakar  Baashir,  was  implicated. 
He  is  in  fact  the  leader  of  Indonesian  Mu- 
jahideen  Council  (MMI).  Among  those  ar- 
rested in  Malaysia,  three  were  known  to 
be  Singaporean  and  four  Indonesians.^^ 

Malaysia  and  Singapore  officials  are 
convinced  that  Abu  Bakar  Baasir  is  also 
the  head  of  Jamaah  Islamiyah  group.  Ma- 
laysian authority  has  long  been  trying 
to  imprison  him  on  the  charge  that  he 
was  the  main  figure  behind  the  milit- 
ancy of  KMM  movement.^®  The  KMM 
is  also  accused  behind  the  attempt  to 
overthrow  the  Malaysian  Prime  Minister 
Mahathir  Mohammad  and  set  up  an 
Islamic  state  in  Malaysia.  The  KMM 
was  also  reportedly  involved  in  the 
conflict  between  Muslims  and  Christians 
in  Ambon  by  providing  money  to  fund 


The  Jemaah  Islamiah  (jl)  is  a  small  but  dis- 
cipline militant  groups.  It  has  regional  and  inter- 
national networks.  Regionally,  Jt  exists  in  Indonesia, 
Brunei  Darussalam,  Malaysia,  the  Philippines  and 
Singapore.  Internationally,  it  is  believed  that  Jl  has 
a  very  strong  relationship  with  Osama  Bin  La- 
den's  Al  Qaeda. 

37 

'3  Singaporeans  among  23  militants  held'. 
The  Straits  Times,  25  January  2002. 

•a  o 

'Misteri  Kumpulan  Mujahidin  Malaysia', 
Tempo,  9  September  2001. 
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the  Muslim  side  in  Ambon,  which  was 
valued  at  225  million  rupiah.^^ 

However,  Indonesia  continues  to  deny 
and  reject  the  allegations  that  "Indonesia 
was  home  to  groups  or  individuals  who 
were  part  of  a  regional  terrorist  net- 
work.Government  officials  also  re- 
jected the  allegations  about  the  possible 
links  between  Indonesian  radical  groups 
and  international  terrorist  networks.  Ap- 
parently, the  reason  of  such  denial  is 
that  the  Indonesian  government  is  worried 
about  the  potential  backlash  from  Muslim 
groups  in  the  country.  Such  Indonesia's 
attitude  inevitably  frustrated  and  created 
uneasiness  among  its  ASEAN  partners, 
prompting  them  to  urge  Jakarta  to  take 
note  of  security  implications  of  transna- 
tional terrorism.''^  When  a  serious  row 
erupted  between  Jakarta  and  Singapore 
over  the  remarks  by  Senior  Minister  Lee 
Kuan  Yew  of  the  presence  of  terrorist 
leaders  in  Indonesia,  the  Indonesian  at- 
titude is  increasingly  becoming  more 
puzzling  than  ever. 

THE  DOMESTIC  BASIS  OF  AMBIGU- 
ITY: THE  PRIMACY  OF  POLITICAL 
REALITY 

Indeed,  on  the  balance,  Indonesia's 
reaction  to  US'  military  campaign  in 
Afghanistan,  and  the  subsequent  US-led 
war  on  global  terrorism,  bore  the  marks 


of  ambiguity.  Initially,  President  Mega- 
wati pledged  a  full  support  to  the  US 
when  she  was  in  Washington  DC.  Later, 
after  the  US'  attacks  on  Afghanistan,  she 
became  critical  of  the  US'  action.  Judging 
from  how  the  events  had  turned  out 
following  Megawati's  tough  remarks, 
however,  it  should  be  clear  that  'Mega- 
wati's veiled  criticism  of  the  US  is  part 
of  a  strategy  to  contain  the  protests  and 
opposition."''^  However,  President  Me- 
gawati's change  of  position  on  the  US 
military  campaign  in  Afghanistan  still 
begs  a  bigger  question:  why  did  she  back- 
track from  her  previous  apparent  support 
to  the  US-led  war  against  terrorism  in 
Afghanistan?  What  prompted  her  to 
finally  modify  her  government's  stance, 
despite  the  government's  pronouncement 
earlier  that  "the  government's  stance  is 
clear  and  we  are  not  going  to  review 
it...'^^? 

The  answers  to  these  questions  can  be 
found  within  Indonesia's  domestic  political 
context.  Indeed,  broader  domestic  political 
issues  seemed  to  have  set  the  context 
for  Megawati's  changed  position.  In  this 
regards,  two  factors  are  of  paramount 
importance:  the  Islamic  challenge  to  Me- 
gawati presidency,  and  the  fragile  nature 
of  her  coalition  government.  Both  factors 
clearly  reveal  vulnerability  of  Mega- 
wati government  to  national  issues  with 
identifiable  Islamic  dimension.  More  im- 


''^'Terrorist?  Jakarta  'yet  to  see  proof",  The 
Straits  Times,  22  January  2002 
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portantly,  the  whole  episode  highlights 
the  growing  significance  of  Islam  in  Indo- 
nesia's politics  and  policy-process. 

The  Islamic  Challenge 

Indeed,  the  pressure  exercised  by 
radical  Islamic  groups  on  Megawati  did 
not  start  with  the  Septembei  1 1  attacks. 
In  fact,  it  had  started  since  27  August 
when  thousands  of  members  of  FPI 
launched  a  demonstration  in  front  of  the 
Parliament  (DPR).  They  demanded  the 
revival  of  the  Jakarta  Charter  on  Islamic 
law  in  the  1945  Constitution  obliging  In- 
donesia's Muslims  to  observe  syari'ah 
law  (Islamic  law).  The  adoption  of  the 
Charter  by  the  state,  which  was  drop- 
ped from  the  Constitution  on  18  August 
1945,  is  tantamount  to  a  change  in  the 
nature  of  Indonesia's  secular  state  identity 
into  an  Islamic  state.  The  pressure  became 
more  significant  when  two  Islamic 
parties  —the  PPP  led  by  Vice-President 
Hamzah  Haz  and  the  Moon  and  Star 
Party  (PBB)—  officially  proposed  to  the 
MPR  that  the  Jakarta  Charter  be  adopted 
in  the  1945  Constitution  during  its  An- 
nual Session  scheduled  to  take  place  in 
November. 

The  re-launching  of  the  Jakarta  Charter 
issue  was  clearly  meant  to  test  Megawati 
government.  Those  parties  that  took  part 
in  the  undertaking  were  the  same  parties 
that  opposed  and  blocked  the  election 
of  Megawati  as  president  on  gender 
basis  back  in  October  1999.  The  fact 
that  Megawati  is  now  the  president  does 
not  necessarily  reflect  a  fundamental 
change  in  the  attitude  of  these  parties. 
She  became  Indonesia's  president  prim- 


arily due  to  the  growing  resentments  of 
many  Muslim-based  parties,  especially 
those  grouped  under  the  Central  Axis, 
against  President  Abdurrahman  Wahid. 
The  Islamic  parties  grouped  under  the 
Central  Axis  were  forced  to  switch  their 
support  from  Wahid  to  Megawati.  In  that 
context,  her  position  would  continue  to 
be  secure  only  if  she  is  able  to  sustain 
the  political  support  from  Islamic  parties 
within  the  parliament. 

In  that  context,  President  Megawati 
seems  to  realize  that  a  showdown  with 
her  coalition  partners  over  the  war  on 
terrorism  issue  was  not  worth  the  effort. 
As  discussed  earlier,  Vice  President 
Hamzah  Haz  has  been  one  of  the  most 
ardent  critic  of  the  US's  military  actions 
in  Afghanistan.  Hamzah's  comments  on 
the  issue  put  Megawati  in  a  difficult 
position  vis-a-vis  the  larger  Islamic  com- 
munity. He,  for  example,  maintained  that 
"it  is  our  obligation  to  help  Afghanistan 
because  it  is  a  Muslim  country'  and 
"the  demands  of  the  Muslim  people  here 
have  been  echoed  by  the  government''*'' 
Moreover,  reports  on  the  growing  ten- 
sion between  President  Megawati  and 
her  Vice-President  Hamzah  Haz  have 
circulated  even  before  the  September  11. 
It  was  reported  that  the  decision  by 
PPP  to  endorse  the  inclusion  of  the 
Jakarta  Charter  into  the  1945  Constitution 
has  created  tension  in  the  relationship 
between  the  two.  It  was  believed  also 
that  the  PPP's  attempt  to  raise  the  Jakarta 


^The  ]ai<arta  Post.  15  October  2001  and  3 
November,  2001,  and  The  Straits  Times,  9  Oc- 
tober 2001. 
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Charter  issue  has  revived  Megawati's  old 
suspicion  that  the  PPP,  her  main  coalition 
partner,  has  not  genuinely  supported 
her  largely  secular  government. 

The  Nature  of  Megawati  Govern- 
ment 

The  ambiguity  in  Megawati  govern- 
ment's attitude  was  also  related  to  the 
nature  of  her  government  as  a  weak 
government.  There  have  been  cases  where 
the  government,  especially  in  relations 
to  Impacts  of  the  September  1 1  on  the 
country,  was  not  able  to  reinforce  its 
owns  decision  and  policies.  A  cabinet 
meeting,  for  example,  decided  to  pro- 
hibit excessive  demonstrations  and  acts 
of  violence  against  foreigners,  the  burn- 
ing of  foreign  flags  and  foreign  leaders 
effigies,  and  to  prohibit  Indonesian  citi- 
zens from  joining  foreign  military  serv- 
ices at  war.  The  decision  was  openly  chal- 
lenged by  the  anti-American  forces.  In- 
stead of  deterring  them  from  staging  the 
demonstrations,  the  decision  was  defied 
when  the  radical  groups  stepped  up  their 
demonstrations  and  continued  to  issue 
threats  to  attack  US  citizens  on  Indo- 
nesian soil.  And,  Megawati  government 
failed  to  enforce  the  law  when  some  of 
the  demonstrators  did  burn*  American 
flags  and  President  Bush's  effigy  in  front 
of  American  Embassy. 

THE  PUBLIC  REACTIONS:  THE 
DEBATE  WITHIN  THE  ISLAMIC 
COMMUNITY 

If  the  government's  response  demon- 
strates a  delicate  balance  it  must  strike, 


and  was  generally  viewed  as  a  stra- 
tegic necessity  especially  in  the  light  of 
domestic  political  reality,  developments 
within  Indonesia's  Muslim  community 
since  the  September  11  attacks  have  raised 
a  fundamental  question  regarding  the 
nature  of  Islam  in  the  country.  With  the 
rise  of  anti-American  protests,  accom- 
panied by  threats  to  'sweep'  American 
citizens  and  threats  against  American  in- 
terests, taking  place  for  several  weeks, 
questions  began  to  emerge  whether  Indo- 
nesia's Islam,  known  for  its  tolerance 
and  moderate  nature,  was  undergoing  a 
radicalization  trend.  More  specifically,  is 
Indonesia  increasingly  becoming  more 
anti-American?  Is  the  radical  voice  in- 
creasingly gaining  stronger  ground  in 
Indonesia? 

The  general  reactions  from  Indonesia's 
Islamic  community  to  the  September 
11  attacks  on  the  US  have  been  those  of 
measured  condemnation,  if  not  of  am- 
biguity. On  the  one  hand,  several  Muslim 
leaders  quickly  condemned  the  attacks 
as  barbaric  acts  committed  by  evil  people. 
But,  on  the  other  hand,  they  were  also 
quick  in  reminding  the  US  to  acknow- 
ledge that  the  roots  of  the  problem  can 
be  found  within  American  policy  towards 
the  Islamic  world  in  general  and  the 
Israeli-Palestinian  conflict  in  particular. 
Some  even  went  to  the  extent  of  making 
comments  that  could  easily  be  interpreted 
by  the  US  as  condoning  the  attacks.  In 
other  words,  the  condemnation  of  the 
terrorist  attacks  was  often  qualified 
with  arguments  that  American  govern- 
ment itself  was  also  partly  responsible  to 
what  happened.  While  many  Muslim 
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leaders  resented  American's  accusations 
tliat  "Islamic"  terrorists  were  behind  the 
attacks,  they  at  the  same  time  were  quick 
in  pointing  to  US  support  to  Israel  as  the 
roots  of  terrorism. 

In  responding  to  the  US  military  cam- 
paign in  Afghanistan,  Indonesians  of  all 
streams,  from  traditionalist  Islam  to  se- 
cular-nationalists, were  almost  unanim- 
ous in  expressing  their  displeasure  at 
American  display  of  force  in  Afghanistan. 
However,  when  strong  and  intimidating 
reactions  from  militant  Islamic  groups 
began  to  dominate  much  of  domestic 
and  international  media  coverage,  the 
tolerant  image  of  Indonesia's  Islam  was 
soon  put  under  a  serious  test.  That 
tolerant  image  seemed  to  have  been 
overshadowed  by  jyoices  of  anger  ex- 
pressed on  the  streets  of  Jakarta,  es- 
pecially in  front  of  American  Embassy, 
by  angry  Muslims  equating  American 
attackfe  on  Afghanistan  as  attacks  on  Islam 
as  whole.  The  image  of  Islam  in  Indo- 
nesia as  a  moderate  force  deteriorated 
further  when  leaders  of  radical  Islamic 
groups  threatened  to  expel  foreigners 
and  that  a  jihad  would  be  waged  against 
the  US.  Some  Islamic  organizations  even 
began  to  recruit  volunteers  to  be  sent  to 
Afghanistan  to  fight  along  the  Taliban  side. 

The  situation  worsened  when  the 
police  seemed  reluctant  to  take  lawful 
actions  against  such  threats.  The  decision 
by  the  US  government  to  authorize  a 
voluntary  evacuation  of  its  citizens  in- 
evitably lent  a  greater  credibility  to  such 
threats.  When  the  voice  of  mainstream 
groups  within  the  Islamic  community  was 


not  clearly  heard,  and  anti-American 
protests  went  on  for  a  few  weeks  with- 
out any  challenge  from  the  authorities 
and  other  elements  of  Islamic  community, 
worry  grew  both  in  Indonesia  and  abroad 
that  Indonesia's  Islam  had  been  domin- 
ated by  the  radicals,  and  its  moderate 
face  has  been  radicalized. 

In  fact,  the  radicals  who  took  to  the 
streets  constitute  a  minority  group  within 
the  highly  pluralistic  Islamic  community 
in  Indonesia.  Two  groups  were  partis 
cularly  active  in  these  anti-American  pro- 
tests. The  first  was  the  Islamic  Defenders 
Front  {Front  Pembela  /s/am/FPI),  an  or- 
ganization that  became  infamous  after 
attacking  and  closing  down  a  number 
of  bars  and  entertainment  places  in  Jakarta 
since  1999.  The  FPI,  led  by  a  number  of 
Indonesians  of  Arabic  descents,  quickly 
established  itself  as  a  militant  Islamic 
group  with  more  than  20,000  members, 
mainly  in  Jakarta  and  Solo.  The  second 
group,  the  Islamic  Youth  Movement 
{Cerakan  Pemuda  /s/am/GPI),  is  also  a 
minor  Islamic  group  comprising  mainly 
militant  youth.  While  the  GPI  has.  several 
branches  across  Indonesia,  only  those 
in  Jakarta  and  few  other  smaller  cities 
were  actively  involved  in  street  protests 
against  the  US.  This  group  also  claimed 
that  it  had  sent  around  300  of  its  mem- 
bers to  fight  against  the  US  in  Afghan- 
istan. Nevertheless,  as  attention  vVas^ 
disproportionably  given  to  them,  their 
views  were  presented  as  if  they  were  the 
dominant  views  of  Indonesia's  Muslims. 

Indeed,  the  media  —especially  print 
and  visual  media—  did  play  a  crucial  role 
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in  creating  such  an  impression.  It  failed 
to  capture  a  broader  and  more  com- 
prehensive picture  of  the  debate  within 
Indonesia's  Muslim  community.  In  reality, 
moderate  voices  —especially  from  the  mode- 
rate and  mainstream  Islamic  organizations, 
such  as  the  NahdIatuI  Ulama  (with  ap- 
proximately 38  millions  members)  and 
Muhammadiyah  (with  approximately  28 
million  members)—  had  also  made  their 
voices  clear.  However,  as  the  media  was 
often  drawn  into  making  anti-American 
euphoria  on  the  streets  as  headlines,  those 
moderate  voices  were  often  lost.''^  For 
example,  Chairman  of  Muhammadiyah, 
Ahmad  Syafii  Maarif,  had  rejected  the 
call  for  a  world-wide  jihad  issued  by 
Taliban  rulers  on  1 7  October,  should  the 
US  attack  a  Muslim  country,  warning 
Indonesian  Muslims  not  "to  show  emo- 
tional ties  to  the  Taliban."'^  He  also 
reacted  strongly  to  the  call  for  jihad  by 
MUl,  saying  that  "it  is  unwise  and  does 
not  bring  any  good  to  Indonesia. ''''' 
According  to  Maarif,  the  jihad  call  *can 
become  the  dry  grass  for  a  fire."''^  He 
also  condemned  ihe  "sweeping'  against 
foreigners  as  "barbaric  and  uncivilized" 
and  appealed  to  those  demanding  the 
suspension  of  diplomatic  ties  with  the 
US  "to  use  their  common  sense.""^ 


Those  moderate  voices,  strangely,  often 
only  appeared  in  the  Internet  news  sites. 

''^T/ie  ya/carta  Post,  18  Septemlser  2001 . 

^'^Tempo,  7  October  2001,  p.  21. 

^°lbid. 

''^This  comment  was  reported  at  http:// 
www.mandiri.com,  on  1 1  October  2001 . 


Moderate  views  were  also  expressed 
by  Amien  Rais,  Chairman  of  the  People's 
Consultative  Assembly  (MPR)  and  also 
former  chairman  of  Muhammadiyah,  whom 
in  the  past  often  seen  as  "a  not-so-mode- 
rate" Islamic  leader.  Responding  to  the 
MUl's  call  for  jihad,  for  example,  Rais 
warned  Indonesian  Muslims  of  "not  to 
resort  to  jihad  so  hastily  and  easily.' 
He  also  stated  that  "I  personally  do  not 
want  to  join  the  bandwagon  and  in- 
flame the  spirit  of  jihad,  unless  the  US 
launched  indiscriminate  attacks  on  Afghan- 
istan without  distinguishing  civilians  and 
military  targets,  and  extend  the  war  to 
other  Muslim  countries  in  the  name  of 
religion."^^  On  the  "sweeping'  threats, 
Rais'  response  was  even  stronger  than 
other  Muslim  leaders'  when  he  stated 
that,  from  Islamic  point  of  view,  such 
acts  are  haram  (strickly  forbidden).^' 
Responding  to  the  demands  that  Indo- 
nesia should  break  its  ties  with  the  US, 
he  warned  that  "despite  our  condem- 
nation of  American  attacks  on  Afghan- 
istan, we  should  not  sacrifice  the  larger 
national  interests  of  our  country." 

As  mentioned  earlier,  strong  criticisms 
by  President  Megawati  of  American  at- 
tacks on  Afghanistan,  did  improve  the 
domestic  situation.  The  MUl  leaders,  for 
example,  began  to  clarify  its  earlier  call 
for  jihad,  arguing  that  such  a  jihad 

^°Kompas,  28  September  2001.  Italic  added. 
^^Ibid. 

^^Amien  Rais,  'Kita  Memang  Lemah'  [We  Are 
Seriously  Weak],  Adil,  available  at  http://www.de- 
tik.com,  8  November  2001. 
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could  be  undertaken  in  many  other  forms 
than  war.  It  was  at  this  time  that  key 
Muslim  leaders  from  the  mainstream 
Islamic  organizations,  such  as  the  NU 
and  Muhammadiyah,  began  to  regain 
dominance  in  the  public  discourse,  and 
filled  it  with  more  rational  and  moderate 
view.  Maarif,  for  example,  continued 
his  denouncement  of  the  threats  against 
foreigners  and  Americans  as  "uncivilized 
and  barbaric"  and  argued  that  Indonesia 
would  not  survive  its  economic  crisis 
without  American  help.  He  also  disap- 
proved the  plan  by  some  Islamic  organ- 
izations to  send  volunteers  to  fight 
alongside  the  Taliban  in  Afghanistan. 
Others,  such  as  NU  Chairman,  Hasyim 
Muzadi,  and  the  President  of  State  In- 
stitute of  Islamic  Studies,  Azyumardi  Azra, 
called  Indonesian-Muslims  to  focus  more 
on  Indonesia's  national  problems,  and 
worry  less  about  Afghanistan.  Demands 
that  Indonesia  should  break  its  diplomatic 
relations  with  the  US  were  also  dis- 
missed as  unrealistic  and  irrational. 

By  late  November,  mainstream  Islamic 
forces  seemed  to  have  been  successful  in 
their  attempt  to  counter  the  views  of  the 
radicals.  Even  though  the  US  continued 
its  military  campaign  in  Afghanistan  well 
into  Ramadhan  (the  Islamic  holy  month 
that  started  on  17  November  2001),  there 
were  no  major  anti-American  protests 
carried  out  by  radical  Islamic  groups.  The 
return  of  the  mainstream  moderate  was 
further  consolidated  when  top  leaders 
of  NU  and  Muhammadiyah,  Syafii  Maarif 
and  Hasyim  Muzadi,  met  on  2  January 
2002.  The  meeting  was  meant  to  forge 
a  common  platform  between  the  two 


Islamic  groups  in  addressing  serious 
challenges  facing  the  Muslim  community 
in  particular  and  Indonesia  in  general. 
During  the  meeting,  both  leaders  ex- 
pressed their  concerns  of  growing  Islamic 
radicalism  in  Indonesia.  They  also 
stressed  that  the  NU  and  Muhamma- 
diyah, as  the  two  largest  Islamic  organ- 
izations in  Indonesia,  should  ensure  that 
a  moderate  and  tolerant  face  of  Islam 
would  continue  to  be  the  mainstream  in 
the  country.  In  doing  so,  both  organ- 
izations agreed  to  pay  more  attention  to 
radical  Islamic  groups,  and  explain  to 
them  what  a  true  face  of  Islam  should 
be." 

CONCLUSION 

In  terms  of  domestic  political  con- 
text, the  event  of  September  1 1  posed 
the  first  serious  challenge  to  President 
Megawati  government  since  it  took  over 
Indonesia  in  July  2001.  It  soon  unle- 
ashed a  wave  of  anti-American  sentiments 
that  quickly  became  a  formidable  con- 
straint to  the  attempts  by  Megawati  gov- 
ernment to  accelerate  Indonesia's  eco- 
nomic recovery  at  home  and  restore  its 
international  credibility  and  image  abroad. 
More  importantly,  it  also  demonstrates 
the  new  dynamics  within  Indonesia's 
Islamic  community,  reinforces  the  im- 
portance of  Islamic  factor  in  domestic 


The  author  participated  in  the  meeting,  as 
a  member  of  Muhammadiyah's  Central  Executive 
Board.  He  has  also  been  assigned  by  Syafii  Maarif 
to  represent  Muhammadiyah  in  the  Muhammadi- 
yah-NU  Joint  Task-Force  charged  with  the  task  of 
formulating  a  Plan  of  Actions  for  the  program. 
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politics,  and  exposes  the  vulnerability 
of  Megawati  government  to  national  is- 
sues with  identifiable  Islamic  dimension. 

The  government,  however,  managed 
to  tone  down  the  pressure  by,  first,  be- 
coming more  critical  of  the  US'  attacks 
on  Afghanistan,  and  second,  by  taking 
stern  measures  against  demonstrators. 
Sterns  measures  taken  by  the  police  against 
the  demonstrators  on  15  October  might 
have  discouraged  the  demonstrators  and 
forced  them  to  consolidate.  More  im- 
portantly, the  success  of  Northern  Alliance 
forces  in  driving  the  Taliban  has  also  re- 
inforced the  image  that  the  war  in  Afghan- 
istan is  one  between  Muslim  groups  rather 
than  between  the  US  and  the  Muslims. 
And,  the  critical  stance  displayed  by 
President  Megawati  against  the  US  attack 
on  Afghanistan  was  widely  welcome 
not  only  by  anti-American  forces  in  the 
country,  but  ako  by  others  within  the 
political  elite.  In  this  case,  the  dynamics 
within  Indonesia's  politics,  marked  by 
the  growing  importance  of  Islam  and  the 
weak  nature  of  Megawati  government, 
primarily  contributed  to  the  change  in 
Megawati's  position  on  the  issue. 

The  whole  episode,  therefore,,  clearly 
demonstrates  a  degree  of  uneasiness 
among  Indonesian  elite  to  be  associated 
with  the  US-led  war  on  Afghanistan.  In 
fact,  in  order  to  create  a  sense  of  in- 


dependence in  the  eyes  of  the  Islamic 
constituency,  the  Indonesian  government 
is  also  reluctant  to  be  seen  as  part  of  a 
US-led  global  war  against  terrorism.  It 
wanted  to  move  on  its  own  pace  and 
terms.  However,  in  light  of  recent  de- 
velopments both  in  Southeast  Asia  and 
the  world,  and  also  due  to  the  nature  of 
the  problem,  the  future  path  for  the  Indo- 
nesian government  on  this  front  might 
not  be  an  easy  one. 

The  situation  within  the  Islamic  com- 
munity, however,  began  to  show  a  more 
encouraging  trend.  The  moderate  voices 
within  Indonesia's  Islam  have  now  re- 
turned to  the  main  stage.  The  problem  of 
religious  radicalization,  however,  remains 
one  of  the  most  intriguing  issues  in  the 
country.  As  correctly  noted  by  Hefner, 
"rather  than  reflecting  broad  public  sen- 
timent, however,  extremist  statements 
like  those  calling  for  jihad  against  the 
US  have  more  to  do  with  a  bitter  strug- 
gle now  unfolding  between  moderates  and 
hardliners  for  the  hearts  and  minds  of  the 
Muslim  community."^"*  Even  though  that 
struggle  is  far  from  over,  there  are  reasons 
to  believe  that  Indonesia  would  remain 
a  force  that  represents  a  moderate  face 
of  Islam  in  the  years  to  come. 


Hefner,  'Muslim  Politics  in  Indonesia.' 


Indonesia's  External  Trade 
and  Competitiveness: 
Assessing  the  Economic  Costs  of  Terror* 

William  E.  James 


INTRODUCTION 

THERE  is  little  doubt  that  the 
events  of  11  September  2001 
and  apprehensions  regarding  the 
security  situation  in  Indonesia  in  the  wake 
of  the  terrorist  attacks  and  the  launching 
of  allied  military  operations  in  Afghan- 
istan have  had  a  negative  impact  on 
Indonesia's  trade  and  competitive  pos- 
ition. The  quantitative  analysis  of  the 
econpmic  costs  of  terrorism  is  a  com- 
plex task  that  goes  well  beyond  the 
scope  of  this  paper.  The  fact  that  reces- 
sions  had   already  begun   in   both  of 


This  paper  has  bepn  prepared  for  the  joint 
USAID-CSIS  Conference  on  "The  Economic  Cost 
of  Terrorism:  Indonesia's  Responses,"  7-8  May 
2002,  in  Jakarta.  The  figures  reported  herein 
are  preliminary  and  subject  to  revision.  These 
data,  compiled  by  the  author  from  a  variety 
of  sources,  where  possible  are  in  common  units 
using  the  IMF  period  aaverage  exchange  rate. 
This  views  expressed  herein  are  those  of  the 
author  land  not  necessarily  those  of  USAID  or 
the  Indonesian  government. 


Indonesia's  major  export  markets  -  USA 
and  Japan  —  before  the  attacks  took  place 
makes  it  extremely  difficult  to  infer  the 
extent  to  which  each  of  these  events  is 
to  blame  for  the  subsequent  downturn 
in  exports  (and  imports).  The  volatility 
of  exchange  rates  and  world  prices 
of  commodities  that  Indonesia  exports 
further  muddy  the  water.  Hence,  rather 
than  attempting  to  quantify  or  isolate 
the  impact  of  the  particular  events 
that  have  occurred,  an  attempt  is  made 
to  qualitatively  assess  how  the  ter- 
rorist attacks  and  related  events  may 
have  influenced  the  external  trade 
and  competitiveness  of  Indonesia  using 
the  most  recent  available  data. 

The  deterioration  of  the  external 
economic  situation  facing  Indonesia  in 
the  year  2001  compared  with  2000 
was  apparent  even  prior  to  the  September 
11  attacks.  The  United  States'  decision  to 
strike  back  at  the  culprits  and  to  launch 
a  more  general  global  campaign  against 
terrorism  put  Indonesia  in  a  delicate 
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position.  Indonesia  was  presented  with 
a  clear  political  choice  in  responding  to 
these  events  in  an  already  difficult 
economic  environment.  The  choice 
to  actively  join  or  not  to  join  in  the 
fight  against  terrorism  carried  weighty 
economic  consequences  for  Indonesia. 
The  decision  to  respond  positively,  if 
tentatively  at  first,  to  the  call  to  combat 
global  terrorism  was  welcomed  by  the 
United  States  and,  generally,  by  the 
international  community.  Economics 
clearly  piayed  an  important  role  in  In- 
donesia's decision,  but  this  Is  not  to 
suggest  that  only  economics  was  the 
driving  factor. 

The  economic  consequences  of  a 
failure  to  respond  as  Indonesia  did 
would  have  been  quite  serious.  By 
choosing  as  it  did,  the  government  of 
Indonesia  has  subsequently  been  able 
to  successfully  negotiate  debt  reschedul- 
ing under  the  generous  terms  of  the  Paris 
Club  III  with  positive  implications  for  the 
fiscal  budget.  The  improving  fiscal  situ- 
ation, brought  about  by  reduced  sub- 
sidies on  fuel,  electricity,  basic  telephone 
services  and  public  transportation,  coupled 
with  successful  asset  sales  (Bank  Central 
Asia  in  particular)  has  helped  to  reduce 
upward  pressure  on  interest  rates  and 
reverse  downward  pressures  on  the 
exchange  rate.  In  turn,  stock  prices 
have  rebounded  and,  although  year- 
on-year  inflation  is  still  running  high 
through  April  (13.3%  year-on-year),  the 
rate  of  inflation  rate  has  finally  eased 
after  accelerating  in  the  first  two  months 
of  2002.  Whether  or  not  one  thinks  the 
inflation  target  of  9-10%  for  CY2002 


is  obtainable,  base  money  growth 
has  decelerated  and  is  well  below  the 
indicative  target.  The  macroeconomic 
economic  situation  has  begun  to  turn  for 
the  better.  This  improvement  would 
have  been  almost  inconceivable  if 
Indonesia  had  made  the  choice  not 
to  participate  in  the  global  campaign 
against  terrorism. 

Indeed,  if  Indonesia  had  chosen  to 
turn  its  back  on  the  global  alliance  to 
combat  terrorism,  it  is  very  conceivable 
that  the  macro  situation  would  have 
worsened.  And  it  remains  conceivable 
that  unless  Indonesia  takes  the  path 
of  strengthening  its  commitment  to  the 
global  effort  to  eradicate  terrorism,  there 
could  be  negative  near  term  impacts 
on  exports,  investment,  tourism,  the 
exchange  rate,  prices  and  the  budget.^ 

This  paper  examines  the  impact  of 
the  world  economic  downturn,  parti- 
cularly the  recessions  in  the  US  and 
Japan,  on  Indonesian  trade  in  a  com- 
parative perspective.  It  also  addresses 
the  US  economy's  recovery  prospects 
and  the  prospects  for  recovery  of  world 
economic  activity  in  2002  and  the 
implications  for  Indonesia.  It  addition,  it 
identifies  new  challenges  facing  In- 
donesia and  the  implications  of  Indo- 
nesia's   stance    on    the    fight  against 


'The  question  of  how  events  will  influence 
world  oil  prices  is  of  obvious  importance  in 
determining  the  outcome  for  Indonesia  as 
a  net  oil  exporter.  However,  the  focus  of 
this  paper  will  be  on  the  non-oil  economy, 
leaving  the  oil  price  issue  to  other  analysts 
at  the  seminar. 
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Table  1 

INDONESIA:  NON-OIL  EXPORTS  TO  JAPAN  AND  USA 

(in  US$  million) 


Q1 

Q2 

Q3 

Q4 

Q1-Q4 

Japan 

1,917.1 

1,736.3 

1,617.3 

1,352.8 

6,623.5 

7o  Change* 

13.42 

-4.95 

-13.51 

-32.8 

-10.48 

USA 

1,880.0 

1,972.3 

1,929.1 

1,444.7 

7,226.1 

%  Change* 

7.31 

-5.45 

-14.97 

-9.2 

-8.10 

*YearHon-year  growth  comparing  the  period  in  2001  with  the  same  period  in  2000. 
These  data  are  all  in  current  prices. 

Source:  BPS,  Buletin  Ringkas  and  Berita  Resmi  Statistik,  various  issues. 


terror  in  withstanding  these  challenges 
and  finally,  the  paper  concludes  with 
some  policy  implications  for  Indonesia. 

THE  GLOBAL  SLOWDOWN 

Major  markets  for  Indonesian 
products  experienced  deteriorating 
growth  as  the  year  2001  progressed. 
The  entry  of  the  US,  Japan  and  Euro- 
pean countries  such  as  Germany 
into  a  synchronized  recession  had 
sharply  reduced  global  demand  for 
Indonesian  exports.  Japan,  the  number 
one  market  for  overall  exports  and  the 
second  largest  market  for  non-oil  ex- 
ports, reported  first  quarter  growth 
of  just  0.2%,  revised  second  quarter 
growth  is  -0.7%,  with  third  quarter 
growth  estimated  to  be  -0.5%.  In  the 
fourth  quarter,  GDP  fell  again  so  that 
growth  for  the  year  2001  was  -0.5%.^ 
Japan's  third  recession  in  a  decade  is 


Note  that  economic  growth  rates  are 
calculated  based  on  gross  domestic  product 


the  most  serious  as  GDP  had  never 
before  contracted  for  three  consecutive 
quarters  since  Japan  revised  its  method 
of  calculating  GDP  in  1980. 

In  the  United  States  GDP  growth  fell 
to  0.3%>  in  the  second  quarter  (revised 
upward  from  0.2%)  from  1.3%  in  the 
first  quarter,  and  growth  in  the  third 
quarter  became  negative  (-1.3%),  the 
weakest  performance  in  ten  years. ^ 

The  impact  of  the  recessions  on  the 
non-oil  export  data  from  the  Central 
Statistical  Agency  of  Indonesia  in  the 
Table  1  above  is  clear. 


in  constant  local  currency  prices  whereas  trade 
growth  rates  are  calculated  on  the  basis  of 
exports  and  imports  of  goods  in  current  US 
dollar  prices.  Hence,  one  cannot  infer  income 
elasticity  of  demand  from  these  data. 

The  National  Bureau  for  Economic  Research 
(NBER),  announced  that  the  US  economy 
entered  recession  in  March  2001,  based  upon 
somewhat  different  criteria  than  the  standard  two 
quarters  of  zero  or  negative  growth.  The  NBER 
assessment  is  based  upon  rising  unemployment, 
declining  industrial  production,  personal  income 
and  wholesale  and  retail  trade. 
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As  income  growth  has  become  ne- 
gative in  Japan  and  the  US,  and  stagnates 
in  the  EU,  the  outlook  is  bleak  across 
Indonesia's  main  export  destinations. 
The  downturn  in  the  economies  of 
the  US  and  Japan  had  a  severe  impact 
cn  non-oil/gas  exports  in  2001  in  both 
key  markets.  In  order  to  obtain  a  com- 
plete and  accurate  picture  of  the 
downturn's  impact,  comparison  of  im- 
port data  from  the  two  main  Indonesian 
markets  with  data  in  Table  1  above  is  in- 
structive.'' 

The  growth  of  non-oil/gas  imports 
from  Indonesia  in  the  US  and  Japan 
sharply  deteriorates  as  the  year  2001 
progresses  mirroring  the  Indonesian 
export  data  although  the  magnitude  of 
decline  is  smaller  using  the  import  data. 
Growth  rates,  calculated  for  each  quarter 
of  2001  and  for  the  year  based  on 
official  import  data  from  US  and 
Japanese  sources,  provide  a  clear  picture 
of  the  impact  of  the  recessions  (Table 
2).  Weakness  in  consumer  demand  in 
the  US  and  Japanese  economies  began 
to  take  its  toll  in  the  second  quarter  of 
2001,  U.S.  import  statistics  present  a 
picture  that  is  broadly  consistent  with 


the  Indonesian  export  data.^  Growth 
in  demand  for  Indonesian  products  has 
taken  a  turn  for  the  worse:  1 1  %  growth 
in  the  first  quarter,  -1.0%  growth  in 
the  second  quarter,  -7.8%  growth  in 
the  third  quarter  and  -10.8%  growth  in 
the  fourth  quarter.^  Import  data  from 
Japan  (converted  into  US  dollars)  re- 
veal a  similar  picture:  10.4%  growth  in 
the  first  quarter,  -0.5%  in  the  second 
quarter,  -3.8%  in  the  third  quarter  and 
-21.1%  in  the  fourth  quarter.  The  third 
and  fourth  quarter  declines  in  imports 
from  the  rest  of  ASEAN  in  the  US  and 
Japan  were  sharper  than  Indonesia. 
However,  imports  from  China  held  up 
much  better  in  the  final  two  quarters  in 
both  the  US  and  Japan. 

It  is  important  to  note  that  the  com- 
position of  imports  from  Indonesia  in 
the  US  and  Japan  differ  considerably. 

in  Japan,  a  much  higher  proportion 
of  imports  (nearly  60%)  are  primary 
products  and  processed  resource-based 
industrial  goods.  In  2000,  base  metal 
and  ores,  wood  and  wood  products 
and  fishery  products  alone  accounted 
for  50%  of  Japan's  imports  from  Indo- 
nesia.'' In  contrast,  in  the  United  States, 


For  a  variety  of  reasons,  import  data  from 
partner  economies  may  differ  from  the  export 
data  of  the  source  country.  For  Indonesia,  one 
of  the  most  important  differences  arises  from 
the  use  of  Singapore  (and  to  a  much  lesser-extent, 
Hong  Kong)  as  a  transshipment  center.  Indone- 
sian statistics  do  not  distinguish  between  exports 
retained  by  Singapore  and  re-exports  and  Singa- 
pore does  not  publish  its  trade  statistics  with 
Indonesia. 


As  Indonesian  export  data  become  avail- 
able in  detail,  the  author  will  check  their  consis- 
tency with  US  import  data. 

^Data  compiled  by  PEG  consultant  Peter  Minor 
from  US  sources. 

''These  figures  are  derived  from  official 
sources.  See  William  E.  James,  'The  Compet- 
itiveness of  Indonesian  Non-Oil  Products  in 
Major  Markets:  Market  Shares  in  the  United  States 
and  Japan,"  Partnership  for  Economic  Growth, 
Jakarta,  March  2002. 
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Table  2 

GROWTH  RATES  OF  US  AND  JAPANESE  IMPORTS 

(2001  vs.  2002,  quarterly  and  annual  growth  in  %) 

From  Indonesia 


Q1-Q1 

Q2-Q2 

Q3-Q3 

Q4-Q4 

Annual  2001 

US 

11.0 

-1.0 

-7.8 

-10.8 

-2.7 

Japan 

10.4 

-0.5 

-3.3 

-21.1 

-4.4 

From  China 

Q1-Q1 

Q2-Q2 

Q3-Q3 

Q4-Q4 

Annual  2001 

US 

12.8 

2.1 

-1.3 

0.3 

2.7 

Japan 

15.8 

7.5 

1.8 

-6.8 

3.8 

From  ASEAN  (Exiuding  Indonesia) 

Q1-Q1 

Q2-Q2 

Q3-Q3 

Q4-Q4 

Annual  2001 

US 

1.3 

-12.1 

-24.3 

-19.7 

-14.6 

Japan 

7.3 

-4.9 

-16.5 

-26.2 

-10.8 

Source:  US  Department  of  Commerce  Imports  of  Merchandise  Trade  CD-ROM;  Jepang,  Ministry 
of  Finance  homepage:  http://www.mof.go.jp/english/lc015fle.htm 


primary  products  and  those  of  resource- 
based  industries  comprised  less  than 
20%  of  imports  from  Indonesia  in  2000. 

Manufactured  products,  chiefly  in 
labor-lintensive  industries,  accounted  for 
the  lions'  share  of  imports.  Textiles  & 
apparel  (24%)  and  footwear  (7%)  were 
among  the  largest  US  imports  from  In- 
donesia in  2000.  The  implication  of 
this  difference  is  that  Indonesia  faces 
much  greater  competition  from  a  broader 
range  of  producers  for  its  products  in 
the  US  market  than  it  does  in  Japan. 
Any  developing  country  with  abundant 
labor  may  compete  with  Indonesia  in 
the  US  market  in  labor-intensive  manu- 


factured products,  however,  only  a  few 
countries  possess  similar  stocks  of  diverse 
natural  resource  wealth  as  Indonesia 
and  so  there  are  fewer  competitors 
facmg  Indonesian  products  exported  to 
Japan. 

The  unprecedented  events  of  Sep- 
tember 11  in  the  United  States  have  had 
a  strong  negative  imfxact  on  demand 
for  Indonesian  products.  Buyers  have 
reportedly  been  unwilling  to  travel  to 
Indonesia  and  have  begun  to  source 
purchases  elsewhere  in  the  region.  In 
part,  this  is  a  result  of  the  perception 
that  foreigners,  particularly  Americans, 
may  be  targets  of  extremists  and  the 
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issuance  of  threats  against  American 
interests  has  reinforced  this  negative 
image  of  Indonesia.  Indirect  evidence 
of  the  negative  impact  of  the  Septem- 
ber 11  attacks  is  seen  in  the  fact  that 
growth  rates  of  US  imports  of  nine  of 
the  ten  top  labor-intensive-product  groups 
from  Indonesia  were  negative  in  the 
fourth  quarter  of  2001.  In  seven  of 
nine  cases,  growth  became  negative, 
or  if  already  negative,  worsened  in  the 
fourth  quarter  compared  with  the  third 
quarter  of  the  year.  These  products 
include  apparel  items  (5  SITC  3-digit 
product  groups),  footwear,  and  toys 
and  sporting  goods.®  The  downside  of 
the  terrorist  attacks  of  September  1 1 
are  likely  to  be  magnified  should  In- 
donesia be  unable  to  respond  effect- 
ively to  reverse  these  negative  percept- 
ions in  the  us. 

Germany  technically  entered  a  re- 
cession, with  contractions  in  the  second 
through  the  fourth  quarter.  Growth  for 
the  year  2001  as  a  whole  was  in- 
significantly 0.57o.  In  other  countries 
of  Europe  such  as  the  UK,  growth  has 
also  begun  to  slow.  Growth  in  Italy  and 
Frande  became  negative  in  the  fourth 
quarter  of  the  year  compared  with  the 
previous  quarter.  Overall,  growth  in 
countries  in  the  Euro  Zone  was  esti- 
mated to  be  1.5%  in  2001.^ 


Hong  Kong,  Taiwan  and  Singapore 
recorded  negative  real  economic  growth 
in  2001.  Taiwan's  recession  is  the 
deepest  it  has  ever  experienced,  with 
three  consecutive  quarters  of  negative 
year-on-year  growth  beginning  with  the 
second  quarter  of  2001.  Hong  Kong  had 
negative  growth  year-on-year  in  both 
the  third  and  fourth  quarters  of  2001. 
In  Singapore,  GDP  contracted  by  2.2% 
in  2001.  Korea  managed  to  record  2.8% 
positive  GDP  growth  for  2001,  but  the 
outlook  for  2002  remains  clouded 
with  uncertainty. 

Revised  global  economic  growth 
forecasts  reflect  the  expectation  of  a 
prolonged  recession.  For  example,  the 
IMF  forecast  was  revised  downward 
in  October  2001  from  that  of  May  and 
indicated  that  world  income  will  grow 
by  less  than  3.0%  in  2001  and  by  only 
2.4%  in  2002.^°  Slower  growth  in  world 
income  would  result  in  further  weaken- 
ing of  demand  for  Indonesian  exports 
with  potentially  serious  impacts  on 
economic  growth  in  2002.  The  forecast 
for  growth  of  real  GDP  in  developing 
countries  is  4.4%  in  2002,  led  by  Asia 
with  a  respectable  5.6%  growth  (led 
by  China  and  India). 

Overall,  Indonesian  exports  (includ- 
ing oil  and  gas)  growth  in  the  year  2001 
fell  by  9.8%  compared  with  the  year 
2000  (US$56.04  billion  vs.  US$62.12 


James. /fa/d.  ^Ojy^^  revised  IMF  projection  of  US  growth 

^Data   for  the   15   member  countries   of  in  2002  is  0.7%  indicating  that  the  recession  was 

the  EU  trade  with  Indonesia  have  not  been  com-  expected  to  continue  into  the  first  two  quarters 

piled  as  of  the  time  of  writing  of  this  paper.  of  2002. 
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billion). Non-oil/gas  exports  declined 
by  9.1%  during  2001  compared  with 
2000  (US$43.41  billion  vs.  US$47.76 
billion).  The  growth  in  oil  and  gas  ex- 
ports was  -12.09%  in  2001.  Both  agricul- 
tural (-9.3%)  and  manufacturing  (-11.1%) 
exports  have  declined  while  mining 
exports  have  risen  sharply  (18.7%)  during 
the  year.  Indonesia's  export  perform- 
ance has  held  up  better  than  a 
number  of  other  East  and  Southeast 
Asian  economies  (see  the  Table  3 
below).  One  reason  for  this  is  that  In- 
donesia is  less  dependent  on  electro- 
nics for  exports  than  many  of  the  neigh- 
boring countries.  For  example,  in  Taiwan, 
electrical  machinery  and  equipment 
made  up  56%  of  merchandise  exports 
in  2000  and  exports  in  this  sector 
alone  declined  by  almost  20%  in 
2001.  Relying  heavily  on  electrical 
machinery  and  equipment,  Singapore, 
Malaysia,  the  Philippines,  and  Korea 
experienced  export  growth  that  con- 
tracted sharply  during  the  year. 

National  statistical  agency's  reports 
around  the  region  reflect  the  deepen- 
ing economic  slowdown.  For  exam- 
ple, a  comparison  of  the  January- 
Decehiber  period  compared  with  the 
earlier  months  of  the  year  finds  that 
in  all  cases  export  growth  fell  in  the 
nine  economies  reported  upon  in  the 
Table  3  below. 


Exports  are  on  an  FOB  basis,  while  imports 
are  on  a  CIF  basis  unless  otherwise  noted. 
1  2 

Two  previous  reports  for  growth  during 
the  first  seven  months  of  2001  and  the  first 
nine  months  of  the  year  may  be  requested 


Table  3 

COMPARISON  OF  INDONESIAN  EXPORT 
PERFORMANCE  WITH  ASIAN  ECONOMIES 


Export  Growth 
Country/  2001  (y-o-y. 


Territory 

%  change) 

Period 

Hong  Kong 

-2.6  (-11.0*) 

Jan.-Dec.  2001 

China,  Mainland 

6.3 

Jan.-Dec.  2001 

Indonesia 

-9.8 

Jan.-Dec.  2001 

Korea 

-13.0 

Jan.-Dec.  2001 

Malaysia 

-10.0 

Jan.-Dec.  2001 

Philippines 

-15.6 

Jan.-Dec.  2001 

Singapore 

-11.8  (-16.2*) 

Jan.-Dec.  2001 

Thailand 

-6.4 

Jan.-Dec.  2001 

Taiwan 

-17.1 

Jan.-Dec.  2001 

*Domestic  exports  (excluding  petroleum  in 
the  case  of  Singapore). 

Source:  Author's  compilations  from  national 
statistical  agency  home  pages  for  Taiwan, 
Singapore  and  the  Philiippines,  from  national 
trade  ministries  for  Korea,  Malaysia,  Thailand 
and  Hong  Kong  and  from  the  US-China 
Business  Council  for  Mainland  China.  For 
Indonesia  data  are  from  the  Centra!  Statistical 
Agency  home  page,  Berita  Resmi  Statistik, 
1  January  2002  and  Ministry  of  Industry  and 
Trade. 

In  Hong  Kong,  growth  of  domestic 
exports  was  -11%  over  the  calendar 
year  of  2001  compared  with  2000. 
Overall  export  growth  was  helped  by 
the  fact  that  re-exports  (mainly  of  goods 
from  Mainland  China)  held  up  better 
than  domestic  exports.  Despite  the  re- 
latively mild  contraction  of  re-exports 
over   the    year    (-1.5%),    the  decline 


from  the  author:  "Indonesia's  Export  Performance 
and  the  Global  Economic  Slowdown:  A  Com- 
parison with  other  East  and  Southeast  Asian 
Economies,"  14  September  2001  and  "Indonesia's 
Export  Performance  and  the  Global  Economic 
Slowdown:  An  Update  for  the  Period  January- 
September  2001,"  14  November  2001. 
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became  pronounced  starting  in  Sep- 
tember at  -9.5%. 

In  the  region,  China  stands  out  as 
the  only  country  that  has  sustained 
positive  export  growth  in  2001,  al- 
though indications  (such  as  the  decline 
in  re-exports  in  Hong  Kong  noted 
above)  are  that  growth  there  slowed 
significantly  as  the  year  progressed.  For 
example,  China's  export  growth  slowed 
from  almost  15%  in  the  first  quarter  to 
8.8%  for  January-June  and  6.1%  for 
January-September.  However,  surpris- 
ingly, growth  for  January-December 
was  6.3%,  indicating  fourth  quarter 
performance  was  relatively  good. 

In  markets  in  the  region,  with  the  ex- 
ception of  the  Republic  of  Korea,  there 
has  been  a  decline  in  demand  for  In- 
donesia's non-oil  exports  in  2001.  Al- 
though some  Asian  countries  are  moving 
to  fiscal  stimulus,  including  Taiwan, 
Malaysia,  Singapore  and  Thailand,  this 
may  not  be  enough  to  lift  demand 
for  imports  in  these  markets  until  the 
second  half  of  2002. 

China's  positive  export  growth 
performance  matched  positive  import 
growth  during  the  year  (see  Table  4). 
However,  Indonesian  non-oil/gas  ex- 
ports to  China  recorded  -9.4%  growth  in 
2001  (year-on-year).^^ 


BPS  reports  a  fall  in  non-oil/gas  exports  to 
Singapore  in  the  first  nine  months  of  2001 
with  a  drop  in  value  of  over  17%.  As  Singapore 
does  not  publish  data  on  trade  with  Indonesia, 
it  is  not  possible  to  sort  out  the  actual  amounts 
that  have  Singapore  as  the  ultimate  destination 
of  goods  exported  from  Indonesia. 


Table  4 

COMPARISON  OF  IMPORT  GROWTH 
IN  ASIAN  ECONOMIES 


Export  Growth 

Countrv/ 

onm  fv-rwu 

1  \y^-'^y. 

Territory 

%  chanse) 

1  CI  llyu 

Hong  Kong 

-5.4 

Jan.-Dec.  2001 

China,  Mainland 

8.6 

Jan.-Dec.  2001 

Indonesia 

-8.1 

Jan.-Dec.  2001 

Korea 

-12.0 

Jan.-Dec.  2001 

Malaysia 

-9.9 

Jan.-Dec.  2001 

Philippines 

-5.9 

Jan.-Dec.  2001 

Singapore 

-14.4* 

Jan.-Dec.  2001 

Thailand 

-0.6 

Jan.-Dec.  2001 

Taiwan 

-23.4 

Jan.-Dec.  2001 

♦Non-oil  imports. 

Source:  Author's  compilations  from  national 
statistical  agencies'  home  pages. 


Imports  in  the  East  Asian  region 
have  started  to  follow  exports  with  the 
downturn  (Table  4).  Growth  of  im- 
ports started  to  deteriorate  sharply  in 
the  second  quarter  of  2001  and  this 
trend  appears  to  be  worsening  with 
the  latest  reports  in  the  third  and 
fourth  quarters  showing  double-digit 
negative  import  growth  across  much 
of  East  Asia.  For  example,  import 
growth  in  September  2001  (compared 
with  the  same  period  in  2000)  was 
-34.1%  in  Taiwan  and  -12%  in  Korea. 
In  October,  negative  growth  in  imports 
of  -21%  in  Taiwan  and  -187o  in  Korea 
reflect  weakening  demand  as  well.  In 
November  2001,  import  growth  was 
-19%  in  Korea  and  -34%  in  Taiwan. 
Finally,  in  December  imports  growth 
(year-on-year)  was  -14%  in  Korea  and 
-18%  in  Taiwan. 
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Additional  analysis  of  Indonesia's 
export  performance  may  shed  some 
light  on  the  vulnerability  of  non-oil/ 
gas  exports  to  the  global  slowdown. 
With  the  deteriorating  external  en- 
vironment, one  expects  that  the  decline 
in  export  growth  may  accelerate.  In- 
donesia's export  performance  clearly 
deteriorated  over  the  course  of  the 
year  as  income  growth  has  declined  in 
major  markets.  Second  quarter  growth 
of  total  exports  dropped  to  -5.1% 
compared  with  positive  5.1%  growth 
in  the  first  quarter  as  external  demand 
continued  to  weaken.  For  non-oil/gas 
exports  the  growth  also  became  negative 
in  the  second  quarter  (-7.4%)  after 
posting  positive  3.6%  growth  in  the 
first  quarter.  In  the  third  quarter  non- 
oil/gas  exports  ,^&pew  (year-on-year) 
by  -12.6%  and  in  the  final  quarter 
by  -18.9%.  Underlying  the  declining 
growth  performance  is  weakness  in 
prices  of  the  products  Indonesia  ex- 
ports rather  than  falling  volumes,  though 
there  is  substantial  variance  between 
industries  and  commodity  groups.  The 
diversity  of  Indonesian  exports  (in- 
cluding some  that  are  relatively  demand 
inelastic)  helped  sustain  overall  per- 
formance. Certainly,  the  lower  reliance 
on  electronics  as  an  export  in  Indonesia 
relative  to  neighboring  countries  has 
shielded  it  from  a  more  severe  down- 
turn. Consumers  in  markets  for  basic 
commodities  may  substitute  away  from 
expensive  brands  and  items  to  less 
expensive  ones  as  their  expected  real 
income  falls  and  this  may  create 
some  opportunities  for  Indonesian  pro- 
ducers to  increase  their  market  share. 


Indeed  a  new  study  of  market  share 
of  the  top  50  Indonesian  products  in 
the  two  major  markets  of  japan  and 
the  United  States  for  the  year  2001 
indicates  this  may  be  the  case.  In  the  US, 
despite  contraction  in  imports  in  28 
of  the  50  product  groups,  Indonesia 
increased  its  share  of  US  imports  in 
24  cases,  had  no  change  in  8  product 
groups  and  lost  market  share  in  18. 
In  japan,  there  was  also  a  decline  in 
import  demand  in  28  of  the  50  product 
groups.  Indonesia  gained  market  share 
in  30  product  groups,  had  no  change 
in  4  and  lost  market  share  in  16  product 
groups.  Although  these  data  are  part- 
ially reassuring,  there  are  signs  that 
competitive  pressures  are  mounting  on 
key  Indonesian  industries,  including 
footwear,  apparel,  textiles,  and  wood 
products.  Among  the  top  competitors 
are  China  and  countries  with  which  the 
US  has  entered  into  free  trade  agree- 
ments, particularly  Mexico  and  Canada.^'' 

As  was  the  case  with  exports,  Indo- 
nesia's growth  in  imports  is  slowing 
as  the  year  progressed  and  was  much 
lower  in  the  second  quarter  compared 
with  the  first  three  months  of  the 
year.  In  part,  import  growth  in  the  first 
half  of  the  year  reflected  the  recovery 
and  pent-up  demand  resulting  from 
the  crisis  in  previous  years.  One  can 
see   the   drop    off    in    import  growth 


William  E.  James,  "Competitiveness  of 
Indonesian  Non-Oil  Products  in  Major  Markets: 
Market  Shares  in  the  United  States  and  Japan," 
11  March  2002,  Jakarta:  Partnership  for  Economic 
Growth. 
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Table  5 

INDONESIA:  EXPORT  AND  IMPORT  PERFORMANCE  IN  2001, 
QUARTERLY  DATA  IN  CURRENT  PRICES 

(in  US$  billion,  %  change) 


US$  billion  %  change 


Q1 

Q2 

Q3 

Q4 

Q1 

Q2 

Q3 

Q4 

Total  exports 

14.87 

14.43 

14.37 

12.29 

5.1 

-5.1 

-14.2 

-23.3 

Non-Oil/Gas 

11.18 

11.15 

11.30 

9.72 

3.6 

-7.4 

-12.6 

-18.9 

Oil  &  Gas 

3.75 

3.29 

3.07 

2.58 

10.0 

3.4 

-19.2 

-36.0 

Total  Imports 

9.21 

8.54 

7.00 

6.04 

40.5 

17.8 

-25.3 

-41.9 

Non-Oil/Gas 

8.02 

7.20 

4.29 

4.92 

51.6 

23.9 

-24.6 

-44.5 

Oil  &  Gas 

1.20 

1.33 

1.71 

1.52 

-5.7 

-3.5 

-8.1 

-0.7 

Note:  Growth  are  calculated  as  year-on-year  changes,  i.e.,  Jan-Mar  of  2001  compared  with 
Jan-Mar  2000. 


Source:  Ministry  of  Industry  and  Trade  and  Central  Statistical  Agency. 


rates  from  strong  growth  In  the  first 
two  quarters  to  sharply  negative  growth 
by  the  third  quarter.  In  the  fourth 
quarter  imports  have  contracted  by 
over  40%  compared  with  the  same 
period  in  the  previous  year. 

PROSPECTS  FOR  RECOVERY  OF 
THE  US  ECONOMY 

Growth  in  the  fourthquarter  of 
2001,  initially  estimated  to  be  0.2%, 
was  surprisingly  1.4%.  There  are  other 
signs Ithat  the  US  economy  i^  entering 
into  a  recovery  phase,  including  con- 
tinued high  productivity  growth  (3.5% 
in  the  fourth  quarter  and  around  1.7% 
for  the  year).  Inflation  remains  muted 
and  the  US  dollar  has  strengthened 
against  the  Euro  and  the  Yen.  Aside  from 
some  risk  of  a  "double-dip"  recession, 
however,  evidence  of  a  recovery  is 
mounting. 


Interest  rate  cuts  and  tax  reductions 
in  the  US  helped  to  stimulate  consumer 
demand  and  to  cushion  the  pressure  of 
firms  and  industries  as  they  reduced 
inventories  and  cut  back  production. 
US  consumer  confidence,  already  down 
because  of  the  stock  market  correction 
and  rising  unemployment,  was  seve- 
rely shaken  by  the  September  11 
attacks.  However,  confidence  appears 
to  have  begun  to  recover  according  to 
surveys  of  consumers  conducted  by 
the  University  of  Michigan.  The  latest 
survey  for  March  reports  a  higher  than 
expected  index  of  confidence  and  re- 
flects the  5th  increase  in  the  past  six 
months.  Consumer  spending  has  held 
up  with  purchases  of  autos  and  housing 
rising.  Another  reason  for  consumer 
resilience  in  the  US  market  is  that  in- 
flation has  been  falling  steadily  from 
an  annualised  rate  of  3.2%  in  June  of 
2001  to  just  1.1%  in  January  of  2002. 
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This  has  helped  sustain  real  incomes 
despite  the  job  losses  and  adverse 
wealth  effects  of  the  stock  market  declines. 

OUTLOOK  FOR  2002 

For  the  year  2002,  a  number  of 
countries  in  the  region  had  projected 
negative  growth  of  exports  and  imports 
during  the  first  two  quarters,  but  ex- 
pected second  half  growth  to  rise 
sharply.  This  pattern  based,  in  part, 
upon  the  expected  pattern  of  recovery 
in  the  United  States,  maybe  unduly 
pessimistic.  Most  of  the  negative  growth 
in  current  dollar  amounts  has  been  due 
to  falling  commodity  prices,  export 
volumes  have  actually  been  increasing. 
The  expectation  of  a  continuation  of 
the  US  recession  into  the  first  and  se- 
cond quarter  of~the  year  appears  to 
have  been  mistaken.  Federal  Reserve 
officials  and  others,  including  Fed 
Chairman  Alan  Greenspan  have  ac- 
knowledged that  the  economy  is  already 
entering  the  recovery  phase.  Recent  data 
confirm  that  industrial  output  rose  by 
0.2%  in  January  2002  and  by  0.4%  in 
February  (compared  with  the  previous 
month).  Industrial  output  still  remained 
over  4%  below  last  year's  level  in 
2002  in  the  first  two  months,  but  the 
month-on-month  increases  indicate  re- 
covery is  at  hand. 

The  first  quarter  of  2002  GDP 
numbers  were  very  good  at  5.8% 
year-on-year  growth.  The  surge  in 
production  was  caused  in  large  part 
by  inventory  investment  as  firms  began 
to    restock    after    running    down  in- 


ventory levels  during  2001.  This  re- 
covery may  not  be  as  robust  as 
previous  recoveries,  with  growth  at 
about  3%  only  in  the  second  half 
of  2002.  Typically,  recoveries  usually 
achieve  around  5  or  6%  growth  during 
the  first  year,  but  it  is  unlikely  that 
the  first  quarter  performance  will  be 
sustained  unless  private  capital  form- 
ation accelerates  rapidly  for  the  rest 
of  the  year. 

Prospects  for  Indonesian  exports 
in  the  New  Year  improve  with  the 
early  recovery  in  the  US,  but  diminished 
with  the  expectation  that  the  recovery 
would  be  sluggish  after  the  first  quarter. 
The  likelihood  that  Japan  will  not 
soon  escape  from  its  economic  dif- 
ficulty, and  more  intensive  competition 
from  producers  seeking  to  aggressively 
increase  exports  and  penetrate  markets 
also  cloud  prospects  for  Indonesia. 

There  are  some  possible  signs  of 
"bottoming  out'  as  domestic  exports 
of  Singapore  (-4.1%  in  January  2002) 
declined  by  less  than  expected  and 
was  less  than  the  -16.7%  recorded  in 
December  of  2001.  Similarly,  in  Korea 
the  January  2002  contraction  in  exports 
(-8.9%)  was  less  than  expected  and 
lower  than  the  actual  decline  of  -19.6% 
in  December  2001.  This  was  also 
the  case  for  Taiwan  where  exports 
(-1.4%)  also  fell  less  than  expected  and 
less  than  in  the  previous  month.  How- 
ever, fourth  quarter  trade  figures  are 
not  reassuring  and  indicate  a  continu- 
ation in  the  downward  trend.  For 
example,  export  growth  in  Korea  was 
-20%   in  December  2001   and  import 
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growth  was  -14%.  And  while  January 
export  data  came  in  better  than  ex- 
pected for  Korea,  exports  for  the  month 
of  February  2002  performed  poorly, 
indicating  that  it  is  advisable  to  await 
first  quarter  numbers  before  reaching 
any  conclusions.^^ 

China's  export  growth  accelerated 
in  January-February  2002,  up  by  14.1% 
year-on-year.  In  the  case  of  the  US 
market,  China's  exports  rose  by  18% 
during  this  period.  Hence,  it  is  likely 
that  China  will  continue  to  set  the  pace 
in  Asia  in  terms  of  export  perform- 
ance in  the  coming  year,  particularly 
given  the  improved  market  access  it  is 
starting  to  enjoy  as  a  WTO  member. 

The  outlook  is  further  complicated 
by  three  factors:  (1)  the  sharp  depreci- 
ation of  the  yen  against  the  US  dollar; 

(2)  the  entry  of  China  into  the  WTO;  and 

(3)  the  initiation  of  discriminatory  pre- 
ferential free  trade  agreements  by  many 
of  Indonesia's  most  important  trading 
partners. 

Assessing  the  impact  of  each  of 
these  three  factors  is  rather  complex. 
For  example,  the  yen's  decline  results  in 
reduced  import  demand  in  Japan  but 
also  lowers  the  cost  of  imported 
Japanese  components  used  in  Indone- 
sian export  industries. 


The  first  two  months  of  the  year  provide 
an  unsatisfactory  basis  for  making  any  firm 
statements  about  export  recovery  because 
of  strong  seasonal  factors,  particularly  the 
shortened  number  of  workdays  due  to  New  Year 
holidays  in  these  months. 


In  the  case  of  China's  WTO  encry, 
there  are  also  complexities  in  the 
sense  that  China  will  open  its  mar- 
kets for  agricultural  commodities  and 
manufactures  of  interest  to  Indonesia 
but  will  also  enjoy  better  terms  of 
market  access  in  key  sectors  in  both  the 
United  States  and  the  EU.  For  example, 
in  textiles  and  apparel  China's  export 
growth  was  constrained  in  volume  to 
1%  quota  growth  in  the  US  market 
until  1  January  2002.  From  now  on, 
however,  China  will  receive  full  bene- 
fits from  the  quota  liberalization  in  the 
US  and  EU  under  the  Uruguay  Agree- 
ment on  Textiles  and  Textile  Products. 

In  assessing  the  impact  of  new 
free  trade  agreements  one  must  dis- 
tinguish trade  creation  effects  from  those 
of  trade  diversion  —  an  inherently 
difficult  task  ex  ante.  The  best  way 
to  assure  the  minimization  of  trade 
diversion  is  to  push  forward  multilateral 
negotiations  for  overall  trade  liberaliza 
tion  in  the  WTO  Doha  Round. 

In  addition  to  the  uncertainties  in 
the  international  economy,  Indonesia 
faces  many  domestic  problems  and 
challenges  that  may  influence  its  ability 
to  produce  and  compete  in  the  inter- 
national market  place.  One  problem 
in  this  regard  is  that  Indonesia  is  an 
outlier  in  terms  of  domestic  price  inflation 
and  this  will  undermine  Indonesian 
products  competitiveness,  all  other  things 
equal,  in  foreign  markets. 

Inflation  appears  to  be  closely  as- 
sociated with  growth  in  base  money 
and  also  with  depreciation  of  the  cur- 
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Table  6 

CONSUMER  PRICE  INFLATION 
IN  EAST  ASIA  ECONOMIES 
(y-o-y,  %  change) 


Country/ 


Region 

2000 

2001 

Hong  Kong 

-3.8 

-1.6 

China 

0.4 

1.1   Oan.-Jun.  2001) 

Korea 

2.3 

4.1 

Indonesia 

9.4 

12.6 

Malaysia 

1.6 

1.4 

Philippines 

4.4 

6.0 

Thailand 

1.6 

1.6 

Taiwan 

1.3 

0.0 

Source:  Compiled  by  the  author  using  national 
statistital  agencies'  publications  and  home 
pages. 

rency.  Adnninistered  prices  of  items 
such  as  fuel,  electricity,  public  trans- 
portation, and  volatility  in  food  prices 
add  to  inflationary  pressures.  However, 
studies  by  Bank  Indonesia  and  by  the 
IMF  show  that  even  after  stripping 
away  these  volatile  elements,  so-called 
'core  inflation"  remained  in  double 
digits  in  2001  and  in  the  first  quarter 
of  2002. 

CONCLUSION 

Trade  data  for  the  first  quarter 
of  2002  show  a  mixed  picture  in  the 
regioh.  For  example,  export  growth 
in  Hong  Kong  was  2.2%  in  March 
2002,  marking  the  first  increase  in 
13  months.  In  Korea,  first  quarter 
growth  of  exports  was  negative,  though 
March  exports  declined  by  far  less 
(-5.7%)  than  in  the  first  two  months 
(-12.9%)  and  recorded  growth  of  9.3% 


in  April.  In  Thailand  and  Vietnam,  ex- 
port growth  was  also  negative  in  the 
first  quarter.  However,  the  negative 
growth  reflects  declining  world  prices 
of  commodities  rather  than  declining 
volumes  of  exports. 

Indonesian  export  data  from  the 
Central  Statistical  Agency  for  the  first 
quarter  of  2002  indicate  negative 
growth  (year-on-year)  for  total  ex- 
ports (-13.9%)  and  for  non-oil  exports 
(-9.6%).  However,  growth  in  non-oil 
exports  in  the  first  quarter  of  2002 
compared  with  the  fourth  quarter  of 
2001  reached  3.4%  and  for  total  ex- 
ports was  1.3%,  indicating  a  turnaround 
is  likely.  Data  on  imports,  however, 
are  cause  for  concern  if  the  numbers 
are  correct. Import  data  for  the  first 
quarter  of  2002  indicate  year-on-year 
growth  of  -30.7%  (total)  and  for  non- 
oil  products  of  -36.8%.  These  numbers 
are  hardly  consistent  with  an  economy 
growing  at  a  real  rate  of  over  3%! 
However,  quarter-on-quarter  growth  of 
non-oil  imports  is  5.2%  and  for  total 
imports  is  5.8%  (comparing  the  first 
quarter  of  2002  with  the  last  quarter 
of  2001).  Import  data  for  capital  goods 
for  the  first  quarter  of  2002  compared 
with  the  same  period  in  2001  indicate 
growth  of  -37.5%.  These  figures  do  not 


The  existing  of  rampant  smuggling,  under- 
invoicing  and  false  classification  of  imports  may 
lead  to  gross  understatement  of  the  level  of 
imports.  Reconciliation  of  Indonesian  import 
figures  with  export  figures  of  partners  is  difficult, 
as  Singapore,  the  third  largest  trading  partner, 
does  not  publish  statistics  on  trade  with  Indonesia. 
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provide  much  optimistic  news  about 
capital  formation. 

Inflation  data  (CP!)  for  April  (-0.24% 
compared  with  the  previous  month) 
and  13.37o  year-on-year  for  the  first 
four  months  of  2002  compared  with 
the  same  period  in  2001.  Inflation  is  de- 
celerating, reflecting  slower  growth  in 
base  money  since  the  second  half  of 
2001,  and  the  recent  appreciation 
against  the  US  dollar  will  also  help 
moderate  inflationary  pressure.  On  the 
other  hand,  increases  in  fuel  prices 
will  add  somewhat  to  headline  inflation 
measures  during  the  course  of  the 
year.  The  positive  effects  of  reducing 
fuel  subsidies  on  the  budget  over  the 
course  of  the  year  will  have  enormous 
benefits  in  keeping  the  deficit  within 
bounds. 

Progress  in  asset  disposal,  along 
with  the  Paris  Club  III  rescheduling, 
will  also  reduce  budgetary  pressures. 
The  combination  of  a  stronger  currency, 
reduced  budget  deficit  and  moderating 
CPI  inflation  indicates  that  macroeco- 
nomic  conditions  are  improving.  Thus, 
cautious  optimism  is  warranted,  pro- 
vided the  government  can  continue  to 
make  progress  in  legal  reform  and  in 
institutional  reform  (such  as  in  cleaning 
up  thfe  Customs  and  Tax  Departments). 


On  the  trade  front,  Indonesia  will 
face  the  challenge  of  coping  with  the 
great  changes  that  are  taking  place  in 
the  global  trading  system.  For  Indonesia, 
the  most  immediate  challenge  comes 
from  China's  entry  into  the  WTO.  Parti- 
cularly, in  textiles  and  textile  pro- 
ducts (Indonesia's  most  important  ex- 
port industry  in  terms  of  employment, 
non-oil  exports  and  manufacturing 
production),  the  China  challenge  ap- 
pears to  be  huge.  Data  from  the  US, 
where  China  is  no  longer  constrained 
to  1%  quota  growth  per  annum,  indi- 
cate huge  leaps  in  China's  market 
share  relative  to  other  competitors, 
including  Indonesia.  The  reasons  un- 
derlying the  shifts  in  market  share  in 
textiles  and  textile  products  (apparel) 
in  the  US,  Japan  and  Europe  should 
be  carefully  analyzed  in  order  to  rectify 
any  shortcomings  in  present  policies. 

All  in  all,  Indonesia  can  ill-afford 
the  adverse  impact  that  association 
with  extremism  and  terror  will  have  on 
its  image  and  on  the  perception  of 
potential  buyers  and  investors.  Hence, 
attention  to  measures  to  combat  ex- 
tremism and  terrorist  groups  coupled 
with  strenuous  reforms  will  be  essential 
for  strengthening  the  ability  of  Indo- 
nesian producers  to  compete  in  the  in- 
ternational markets. 


OECD  Standards  on  Money  Laundering 

and  Terrorist  Financing* 

Jerry  W.  Rowe 


INTRODUCTION 

RECENTLY  the  People's  Legislative 
Assembly  of  Indonesia  enacted 
a  money  laundering  law  to  ad- 
dress the  large  amount  of  proceeds  gen- 
erated by  serious  crimes  committed  in 
Indonesia  as  well  as  outside  of  its  borders. 
This  law  incorporates  many  of  the 
recommendations  that  have  been  devel- 
oped and  issued  by  the  Financial  Action 
Task  Force  (FATF),  an  intergovernmental 
body  created  by  the  G-7  in  1989  for  the 
purpose  of  developing  and  promoting 
policies  to  combat  money  laundering. 

This  paper  discusses  the  recom- 
mendations of  FATF  and  offers  insight 
into  the  next  phase  of  combating 
money  laundering  and  terrorist  fin- 
ancing in  Indonesia. 


This  paper  was  presented  at  the  conference 
on  'The  Econonnic  Cost  of  Terrorism:  Indone- 
sia's Responses',  held  in  Jakarta,  7  May  2002. 
The  conference  was  organized  by  CSIS  with 
the  support  of  USAID. 


MONEY  LAUNDERING 

With  few  exceptions,  criminals  are 
motivated  by  one  thing  —  profit.  Greed 
drives  the  criminal,  and  the  end  result 
is  that  illegally  gained  money  must  be 
introduced  into  the  nation's  legitimate 
financial  systems. 

Money  laundering  generally  in- 
volves a  series  of  multiple  transactions 
used  to  disguise  the  source  of  financial 
assets  so  that  those  assets  may  be  used 
without  compromising  the  criminals 
who  seek  to  use  the  funds.'  These  trans- 
actions typically  fall  into  three  stages: 
(1)  Placement,  the  process  of  placing, 
through  deposits,  wire  transfers,  or  other 
means,  unlawful  proceeds  into  financial 
institutions;  (2)  Layering,  the  process  of 
separating  the  proceed^  of  criminal 
activity  from  their  origin  through  the 
use   of    layers    of   complex  financial 
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transactions;  and  (3)  Integration,  the 
process  of  using  an  apparently  legiti- 
mate transaction  to  disguise  the  illicit 
proceeds.  Through  this  process  the 
criminal  tries  to  transform  the  monetary 
proceeds  derived  from  illicit  activities 
into  funds  with  an  apparently  legal  source. 

In  other  words,  money  laundering 
involves  disguising  financial  assets  so 
they  can  be  used  without  detection  of 
the  illegal  activity  that  produced  them. 
Through  money  laundering,  the  criminal 
transforms  the  monetary  proceeds  de- 
rived from  criminal  activity  into  funds 
with  an  apparently  legal  source. 

Reasons  for  Combatting  Money 
Laundering^ 

Money  laundering  is  organized  crime's 
way  of  trying  to  disprove  the  adage  that 
*crime  doesn't  pay.'  It  is  an  attempt  to 
assure  drug  dealers,  illegal  arms  dealers, 
corrupt  public  officials  and  other  cri- 
minals that  they  can  hide  their  profits 
and  to  provide  them  the  fuel  to 
operate  and  expand  their  criminal 
enterprises.  Fighting  money  launderers 
and  strengthening  anti-money  launder- 
ing efforts  globally  will  reduce  financial 
crime  by  depriving  criminals  of  the 
means  to  commit  other  serious  crimes. 
To  a  lesser  extent,  strengthening  anti- 
money  laundering  regimes,  particularly 
in  the  areas  of  identifying  the  origin- 
ators of  international  wire  transfers,  will 
impact  terrorist  financing  as  well.  At 
a  minimum,  strong  anti-money  launder- 


2|bid. 


ing  measures  help  to  create  a  body  of 
evidence  that  exposes  criminal  behavior 
and  help  law  enforcement  identify 
violators  and  build  cases  against  them 
that  lead  to  their  arrests,  convictions 
and  seizures  of  their  assets. 

Modern  financial  systems  permit 
criminals  to  transfer  millions  of  dollars 
instantly,  using  personal  computers  and 
satellite  dishes.  Money  is  laundered 
through  currency  exchange  houses, 
stock  brokerage  houses,  gold  dealers, 
casinos,  automobile  dealerships,  insurance 
companies,  and  trading  companies. 
Private  banking  facilities,  offshore  banking, 
shell  corporations,  free  trade  zones,  wire 
systems,  and  trade  financing  all  have 
the  ability  to  mask  illegal  activities.  In 
so  doing,  criminals  manipulate  financial 
systems  throughout  the  world.  This  pro- 
cess has  devastating  social  consequ- 
ences. For  one  thing,  money  laundering 
provides  the  fuel  for  drug  dealers,  ter- 
rorists, arms  dealers,  and  other  criminals 
to  operate  and  expand  their  criminal 
enterprises.  Furthermore,  criminals  mani- 
pulate worldwide  financial  systems  to 
further  a  wide  range  of  illicit  activities. 

Nations  around  the  world  are  also 
victims  of  tax  evasion  schemes  that 
use  various  financial  centers  and  their 
bank  secrecy  laws  to  hide  money  from 
tax  authorities,  undermining  legitimate 
tax  collection.  Financial  centers  that 
have  strong  bank  secrecy  laws  and 
weak  corporate  formation  regulations, 
and  that  do  not  cooperate  in  tax 
inquiries  from  foreign  governments, 
are  found  worldwide.  These  financial 
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centers,  known  as  "tax  havens,"  thrive 
in  providing  sanctuary  for  the  deposit 
of  monies  from  individuals  and  busi- 
nesses that  evade  the  payment  of 
taxes  in  their  home  jurisdictions  and 
allow  them  to  keep  the  money  they 
have  deposited  from  the  knowledge 
of  tax  authorities. 

Unchecked  money  laundering  can 
erode  the  integrity  of  a  nation's  fin- 
ancial institutions.  Due  to  the  high  in- 
tegration of  capital  markets,  money 
laundering  adversely  affects  currencies 
and  interest  rates  as  launderers  reinvest 
funds  where  their  schemes  are  less  likely 
to  be  detected,  rather  than  where  rates 
of  return  are  higher.  Money  launderers 
also  negatively  impact  jurisdictions  by 
reducing  tax  revenues  through  under- 
ground economies,  competing  unfairly 
with  legitimate  businesses,  damaging 
financial  systems,  and  disrupting  eco- 
nomic development.  Ultimately,  laun- 
dered money  flows  into  global  finan- 
cial systems  where  it  can  work  to  under- 
mine national  economies  and  currencies. 

There  is  now  worldwide  recognition 
that  we  must  deal  firmly  and  effectively 
with  increasingly  elusive,  well-financed 
and  technologically  adept  criminals 
and  terrorists  who  are  determined  to 
use  every  means  available  to  subvert 
the  financial  systems  that  are  the  corner- 
stone of  legitimate  international  com- 
merce. The  continued  abuse  of  some 
offshore  financial  centers,  the  pro- 
liferation of  online  Internet  banking 
and  the  widespread  use  of  underground 
banks    and    moneychangers  highlight 


the  importance  of  using  new  techno- 
logies and  strong  strategies  to  combat 
money  laundering  and  terrorist  fin- 
ancing schemes. 

INTERNATIONAL  TERRORISM  FIN- 
ANCING3 

Terrorist  groups  differ  from  other 
criminal  networks  in  the  motive  behind 
their  crimes.  While  drug  traffickers  and 
organized  crime  groups  primarily  seek 
monetary  gain,  terrorist  groups  usually 
seek  non-financial  goals,  such  as  pub- 
licity and  political  influence.  Terrorism 
is  a  means  to  these  ends.  Terrorist  fin- 
ancing also  differs  from  money  launder- 
ing in  other  respects.  Ordinarily,  criminal 
activity  produces  the  funds  and  other 
proceeds  that  money  launderers  disguise 
so  that  the  funds  can  be  used  for 
legitimate  or  criminal  purposes.  Funds 
that  support  terrorist  activity  are  gen- 
erated primarily  through  fundraising 
—  often  through  legal  non-profit  en- 
tities, although  terrorist  groups  often 
obtain  funds  from  criminal  activities 
as  well.  Because  terrorist  activity  re- 
quires very  little  money  (the  attacks 
on  the  World  Trade  Center  and  the  Pen- 
tagon are  estimated  to  have  cost  a  little 
more  than  half  a  million  dollars),  the 
amount  of  money  that  individual  ter- 
rorist cells  or  their  members  seek  to 
disguise  is  substantially  less  compared 
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to  that  laundered  by  organized  crime 
and  drug  kingpins.  And  it  is  the  latter 
for  which  anti-money  laundering  tools 
were  initially  created.  The  investigation 
of  terrorist  financing  is  requiring  law 
enforcement  and  regulatory  officials 
to  use  existing  anti-money  laundering 
laws  in  altogether  new  ways.  And  it 
will  require  stronger  international  anti- 
money  laundering  enforcement  regimes. 

Small  Sums  With  Big  Effects 

While  they  do  not  seek  financial 
gain  as  a  sole  end,  international  ter- 
rorist groups  need  money  to  attract 
adherents  and  to  support  their  activities. 
Some  terrorist  organizations  also  need 
funds  for  media  campaigns,  to  buy 
political  influence,  and  to  undertake 
social  projects  aimed  at  maintaining 
membership  and  attracting  sympathetic 
supporters.  Often,  terrorists  also  rely  in 
part  on  funds  gained  from  traditional 
crime  such  as  robbery,  kidnapping 
for  ransom,  drug  trafficking,  extortion, 
document  forgery,  currency  and  mer- 
chandise counterfeiting,  and  smuggl- 
ing. Terrorists  can  then  divert  some  of 
the  proceeds  of  these  criminal  activities 
to  their  terrorist  efforts. 

A  substantial  portion  of  the  terrorists' 
funding  comes  from  contributors  to 
nonprofit  organizations,  some  of  who 
know  the  intended  purpose  of  their  con- 
tribution and  some  of  whom  do  not. 
In  this  key  respect,  terrorism  finan- 
cing contrasts  with  the  financing  of  a 
drug  trafficking  network,  which  obtains 
virtually  all  of  its  funding  from  illegal 
activities. 


Origins  of  Financial  Support^ 

Terrorist  groups  commingle  illicit 
revenues  with  legitimate  funds  drawn 
from  profits  from  commercial  enter- 
prises and  donations  from  witting  and 
unwitting  sympathizers.  They  tap  a  range 
of  sources  for  their  financial  support 
including: 

•  Otherwise  Legitimate  Commercial 
Enterprises:  Terrorist  groups  earn 
profits  from  businesses  they  own. 
They  also  secure  donations  from 
sympathetic  entrepreneurs. 

•  Social  and  Religious  Organizations: 
Since  the  early  1990s,  terrorist  groups 
have  relied  increasingly  on  donations 
from  social  and  religious  organiza- 
tions for  financial  support. 

•  State  Sponsors:  Several  rogue  nations- 
— Cuba,  Iran.  Iraq,  Libya,  North  Korea, 
Sudan,  and  Syria—  have  provided 
material  assistance,  financial  support 
or  other  resources  to  terrorists. 

Moving  Terrorist  Money 

Tracking  terrorist  financial  trans- 
actions is  more  difficult  than  following 
the  money  trails  of  mainstream  criminal 
groups.  While  many  organized  crime 
groups  are  adept  at  concealing  their 
wealth  and  cash  flows  for  long  periods 
of  time,  their  involvement  in  the  phy- 
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sical  trade  of  illicit  drugs,  arms,  and 
other  commodities  often  exposes  the 
revenues  and  expenditures  connected 
to  these  illegal  dealings.  In  contrast, 
terrorist  actions  generally  are  com- 
paratively inexpensive  and  their  finan- 
cing is  often  overshadowed  by  the 
larger  financial  resources  allocated 
for  the  group's  political  and  social 
activities,  making  it  more  difficult  to 
uncover  the  illicit  nexus. 

Terrorist  groups  use  a  variety  of 
means  to  move  their  funds,  including: 

•  Currency  Transport:  Cash  couriered 
by  operatives  is  difficult  to  track 
because  there  is  no  paper  trail. 

•  Traditional  Financial  Institutions: 
The  international  nature  of  most 
foreign  terrorist^ groups  forces  them 
to  rely  on  banks  and  other  fin- 
ancial institutions. 

•  Islamic  Banks:  Banks  that  operate 
in  line  with  Islamic  law,  which  pro- 
hibits the  payment  of  interest  and 
certain  other  activities,  have  pro- 
liferated throughout  Africa,  Asia 
and  the  Middle  East  since  the 
mid-1970s.  In  most  instances,  these 
banks  simply  are  not  required  to 
adhere  to  a  wide  range  of  re- 
gulations normally  imposed  on 
commercial  banks.  Islamic  banks  are 
often  not  subject  to  any  regulatory 
and  supervisory  scrutiny  by  bank 
regulators,  and  thus,  do  not  undergo 
periodic  bank  examinations  or  in- 
spections. While  these  banks  may 
voluntarily  comply  with  banking 
regulations  and  in  particular,  anti- 


money  laundering  guidelines,  there 
is  often  no  control  mechanism  to 
ensure  such  compliance.  Some  of 
the  largest  Islamic  financial  insti- 
tutions now  operate  investment 
houses  in  Europe  and  elsewhere. 

•  Money  Changers:  Moneychangers 
play  a  major  role  in  transferring 
funds  in  Asia,  the  Americas  the 
Middle  East,  and  other  regions. 
Their  presence  is  largest  in  countries 
where  cash  is  an  accepted  means 
to  finalize  business  deals  and  where 
large  numbers  of  expatriates,  work 
to  remit  funds  to  family  abroad. 

•  Underground  Bankers:  Commonly 
referred  to  as  alternative  remittance 
systems,  such  as  the  Hawala  or 
Hundi,  underground  bankers  are 
prevalent  throughout  Asia  and  the 
Middle  East. 

FINANCrAL  ACTION  TASK  FORCE 
(FATF)  ON  MONFY  LAUNDERING^ 

The  Financial  Action  Task  Force 
(FATF)  on  Money  Laundering  is  an 
intergovernmental  body  whose  pur- 
pose is  the  development  and  pro- 
motion of  policies  to  combat  money 
laundering  —  the  processing  of  criminal 
proceeds  in  order  to  disguise  their 
illegal  origin.  These  policies  aim  to 
prevent  such  proceeds  from  being 
utilized  in  future  criminal  activities 
and  from  affecting  legitimate  economic 
activities. 


^FATF  Web  page,  http://www1  .oecd.org/fatf/ 
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In  addition  to  developing  anti- 
money  laundering  measures  the 
FATF  encourages  jurisdictions  to  adopt 
money  laundering  controls  through  the 
passage  of  legislation  and  polices  de- 
signed to  not  only  prevent  proceeds 
of  crime  from  being  used  to  further 
criminal  activities,  but  to  facilitate  the 
detection,  investigation  and  prosecution 
of  money  laundering  and  terrorism 
on  an  international  basis. 

Member  of  FATF 

The  FATF  currently  consists  of  29 
countries^  and  two  international  or- 
ganizations, the  European  Commission 
and  the  Gulf  Cooperation  Council. 
Its  membership  includes  the  major  fin- 
ancial center  countries  of  Europe,  North 
and  South  America,  and  Asia.  It  is  a 
multi-disciplinary  body  —  as  is  essential 
in  dealing  with  money  laundering  — 
bringing  together  the  policy-making 
power  of  legal,  financial  and  law  en- 
forcement experts. 

FATF  Forty  Recommendations^ 

This  need  to  cover  all  relevant 
aspects    of   the    fight   against  money 


The  twenty-nine  FATF  member  countries 
and  governments  are:  Argentina;  Australia; 
Austria;  Belgium;  Canada;  Denmark;  Finland; 
Germany;  Greece;  Hong  Kong;  China;  Iceland; 
Ireland;  Italy;  Japan;  Luxembourg;  Mexico;  the 
Kingdom  of  the  Netherlands;  New  Zealand; 
Norway;  Portugal;  Singapore;  Spain;  Sweden; 
Switzerland;  Turkey;  the  United  Kingdom;  and 
the  Uriited  States. 


laundering  is  reflected  in  the  scope  of 
the  Forty  FATF  Recommendations  — 
the  measures  that  the  Task  Force  has 
agreed  to  implement  and  which  all 
countries  are  encouraged  to  adopt. 
The  Recommendations  were  originally 
drawn  up  in  1990.  In  1996,  the  Forty 
Recommendations  were  revised  to 
take  into  account  the  experience 
gained  over  the  previous  six  years  and 
to  reflect  the  changes,  which  have 
occurred  in  the  money-laundering  problem. 

Additionally,  FATF  has  developed 
and  published  a  series  of  interpretative 
notes  that  expand  and  further  clarify 
the  40  Recommendations.  Annually, 
the  FATF  also  publishes  a  Topology  Re- 
port that  provides  information  on 
money  laundering  schemes  and  trends 
identified  by  member  countries. 

Subsequent  to  the  terrorist  attacks 
in  the  United  States,  FATF  issued  eight 
additional  recommendations  which, 
when  combined  with  the  FATF  Forty 
Recommendations  on  money  laundering, 
set  out  the  basic  framework  to  detect, 
prevent  and  suppress  the  financing  of 
terrorism  and  terrorist  acts.® 

Summary  of  Forty  Recommendations 

The  Forty  Recommendations  set 
out  the  basic  framework  for  anti- 
money  laundering  efforts  and  they  are 
designed  to  be  of  universal  application. 
They  cover  the  criminal  justice  system 
and  law  enforcement,  the  financial 
system  and  its  regulation,  and  interna- 


''Available  at  Web  page  FATF  Web  page, 
http://www1  .oecd.org/fatf/ 


Ibid. 
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tional  co-operation.  It  was  recognized 
from  the  outset  of  the  FATF  that  coun- 
tries have  diverse  legal  and  financial 
systems  and  so  all  cannot  take  identical 
measures.  The  Recommendations  are 
therefore  the  principles  for  action  in 
this  field,  for  countries  to  implement 
according  to  their  particular  circum- 
stances and  constitutional  frameworks 
allowing  countries  a  measure  of  flex- 
ibility rather  than  prescribing  every 
detail.  The  measures  are  not  parti- 
cularly complex  or  difficult,  provided 
there  is  the  political  will  to  act.  Nor 
do  they  compromise  the  freedom  to 
engage  in  legitimate  transactions  or 
threaten  economic  development. 

The  Recommendations  are  grouped 
into  the  following  broad  categories: 

A.  General  Framework  of  the  Recom- 
mendations 

•  Each  country  should  take  im- 
mediate steps  to  ratify  and  imple- 
ment the  Vienna  Convention. 

•  A"  country's  financial  secrecy  laws 
should  not  prohibit  or  impede  the 
implementation  of  the  Recom- 
mendations. 

•  There  should  be  multilateral  co- 
operation and  mutual  legal  as- 
sistance and  extradition  in  money 
laundering  investigations  and  pro- 
secutions. 

B.  Role  of  National  Legal  Systems  in 
Combating  Money  Laundering 

•  Money  laundering  should  be 
criminalized  and  expanded  from 


narcotics  to  all  serious  crimes 
generating  substantial  proceeds. 

•  Legal  entities  as  well  as  in- 
dividuals should  be  subject  to 
criminal  liability. 

•  Measures  should  be  instituted 
to  provide  for  the  confiscation  of 
property  laundered,  proceeds  from 
and  instrumentalities  used  or  in- 
tended to  be  used  in  the  com- 
mission of  a  money  laundering 
offense. 

C.  Role  of  Financial  System  in  Com- 
bating Money  Laundering 

•  FATF  Recommendations  should 
apply  to  bank  and  non-bank  in- 
stitutions such  as  bureaus  of 
exchange  and  to  financial  act- 
ivities of  non-financial  busi- 
nesses engaged  in  commercial 
activities. 

•  Strong  customer  identification  and 
record  keeping  rules  should  be 
adopted. 

•  Steps  should  be  undertaken  to 
verify  or  determine  a  customer's 
true  identity  or  on  whose  behalf 
transactions  are  conducted. 

•  Records  of  transactions  should  be 
maintained  for  at  least  five  years. 

•  No  anonymous  or  fictitious  ac- 
counts should  be  maintained. 

•  There  should  be  increased  diligence 
of  financial  institutions  for  unusual 
large  or  suspicious  transactions 
and  prompt  reporting  to  author- 
ities as  warranted. 
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•  Financial  institutions,  their  directors, 
officers  and  employees  should  have 
a  safe  harbor  for  disclosing  in- 
formation to  authorities  as  re- 
quired by  law  or  regulation. 

•  Financial  institutions  should  de- 
velop programs  against  money 
laundering  that  include  policies, 
procedures  and  controls,  ongoing 
training  of  employees  and  an  audit 
function  to  test  the  system  or  program. 

•  FATF  Recommendations  should 
apply  to  the  extent  possible  to 
branches  of  financial  institutions 
abroad.  Where  this  is  not  possible, 
special  attention  should  be  paid 
to  transactions  conducted  in  these 
branches  to  identify  suspicious  or 
questionable  transactions. 

•  Cross  border  monitoring  of  cash 
and  bear  negotiable  instruments 
should  be  implemented. 

•  A  central  depository  for  currency 
and  suspicious  reports  should  be 
created. 

•  Bank  and  non-bank  supervisory 
organizations  should  ensure  finan- 
cial institutions  have  counter-money 
laundering  programs  in  place. 

D.  Strengthening  of  International  Coop- 
eration 

•  Information  concerning  international 
flows  of  cash  should  be  recorded 
and  shared  so  that  estimated 
flows  and  reflows  can  be  made 
from  sources  abroad. 

•  (Information  concerning  trends  and 

techniques  should  be  disseminated. 


•  Suspicious  transaction  information 
should  be  shared  *upon  request". 

•  International  cooperation  should  be 
supported  by  bilateral  and  multi- 
lateral treaties  and  agreements  to 
facilitate  detection,  investigation, 
prosecution,  extradition  of  defend- 
ants and  the  seizure  or  confiscation 
of  property  involved  in  or  trace- 
able to  money  laundering. 

Summary  of  the  Terrorist  Financing 
Recommendations 

At  a  Plenary  Session  on  the  Fin- 
ancing of  Terrorism  in  Washington,  D.C. 
on  October  29th  and  30th  the  FATF 
expanded  its  mission  beyond  money 
laundering.  It  now  focuses  its  energy 
and  expertise  on  the  worldwide  effort 
to  combat  terrorist  financing.  FATF 
issued  new  international  standards  to 
combat  terrorist  financing  with  the 
goal  of  denying  terrorists  and  their  sup- 
porters' access  to  the  international  financial 
system. 

These  recommendations  require  im- 
mediate steps  to  ratify  and  implement 
all  relevant  United  Nations  instru- 
ments, criminalize  the  financing  of 
terrorism,  terrorist  acts  and  organizations, 
freeze  and  confiscate  terrorists'  assets, 
report  suspicious  financial  transactions 
linked  to  terrorism,  cooperate  with 
and  assist  other  countries  in  the  fight 
against  terrorism,  regulate  alternative 
remittance  systems,  impose  stronger 
customer  identifications  standards,  and 
ensure  that  nonprofit  and  other  entities 
can  not  be  used  to  support  terrorist  activity. 
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The  FATF  will  require  member  coun- 
tries to  be  in  compliance  with  the  new 
regulations  by  June  2002  and  have 
action  plans  addressing  those  recom- 
mendations not  already  in  place. 

INDONESIA  -  THE  NEXT  PHASE 

Recohimendation  I:  Financial  Intel- 
ligence Unit 

Indonesian  law  provides  for  the 
creation  of  a  Center  for  Financial  Report- 
ing and  Analysis  (PPATK).  This  center  or 
Financial  Intelligence  Unit  (FID)  can 
be  the  linchpin  of  money  laundering 
enforcement  and  regulation  by  be- 
coming the  central  depository  of  cur- 
rency and  suspicious  transaction  re- 
ports, coordinating  law  enforcement 
and  regulatory  efforts  at  the  national 
and  international  level,  providing  fin- 
ancial analysis  and  investigative  train- 
ing, and  providing  guidance  and 
training  to  financial  institution  regulators 
and  employees  in  the  law  and  sus- 
picious transaction  reporting. 

One  problem  is  the  recently  passed 
Indonesian  law  that  establishes  a  report- 
ing level  for  currency  transactions  at 
US$50,000.  This  unusually  high  reporting 
threshold  will  obviously  place  critical 
importance  on  getting  financial  institut- 
ions to  recognize  and  report  suspicious 
transactions,  especially  where  the  trans- 
actions are  less  than  US$50,000,  if  any 
useful  information  is  to  be  derived  from 
the  reporting  requirements.  Failure  to 
place|  emphasis  on  suspicious  reporting 
could  result  in  significant  currency  trans- 


actions and  criminal  activity  going  un- 
reported. Most  countries  have  report- 
ing thresholds  of  US$10,000. 

The  newly  established  FlU  should 
become  a  member  of  the  worldwide  net- 
work of  Financial  Intelligence  Units 
known  as  the  Egmont  Group.  The  Eg- 
mont  Group^  provides  training  and 
technical  assistance  to  countries  around 
the  globe  in  the  development  and  op- 
eration of  Financial  Intelligence  Units 
and  the  formulation  and  implementation 
of  counter-money  laundering  strategies. 

An  FlU  can  best  be  described  as 
a  central  office  that  receives  dis- 
closures of  financial  information,  analyses 
or  processes  them  in  some  way  and 
then  provides  them  to  appropriate  gov- 
ernment, law  enforcement  and  re- 
gulatory authorities  in  support  of  a 
national  and  international  anti-money 
laundering  effort.  In  1996,  there  was 
less  than  a  handful  of  FlUs  in  the 
world.  Today  there  are  58  jurisdictions 
that  comprise  the  Egmont  FlUs  from 
all  over  the  world.  The  FlUs  have  de- 
veloped a  network  that  allows  the  rapid 
exchange  of  intelligence  and  case  re- 
lated information  to  combat  money 
laundering  as  well  as  terrorist  financing. 

Named  after  the  venue  in  Brussels 
where  the  first  such  meeting  of  FlUs  was 
held  in  June  1995,  the  Egmont  Group 
serves  as  an  international  network,  foster- 
ing improved  communication  and  inter- 


FINcen  Web  page,  http://www.ustreas.gov/ 
fincen/ 
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action  among  FlUs  in  such  areas  as 
information  sharing  and  training  co- 
ordination. The  goal  of  the  Group  is 
to  provide  a  forum  for  FiPs  around  the 
v^orld  to  improve  support  to  their 
respective  governments  in  the  fight 
against  financial  crimes.  This  support 
includes  expanding  and  systematizing 
the  exchange  of  financial  intelligence 
information,  improving  expertise  and 
capabilities  of  personnel  employed  by 
such  organizations,  and  fostering  better 
and  secure  communication  among  FlUs 
through  the  application  of  technology. 

Recommendation  II:  Enact  or  Streng- 
then Laws  to  Fight  Terrorism 

The  current  Indonesian  law  does 
not  specifically  criminalize  the  act  of 
terrorism  or  supporting  terrorists  organ- 
izations. This  should  be  high  on  the 
priority  list  for  future  legislative  devel- 
opment. The  passage  of  a  strong  money 
laundering  law  is  a  strong  first  step  to 
combating  serious  crime.  Laws  criminal- 
izing acts  of  terror  and  support  for 
terrorist  organizations  must  comple- 
ment the  money  laundering  law  to 
prohibit  the  use  of  its  financial  systems 
by  terrorist  organizations.  The  interna- 
tional consensus  to  fight  terrorist  fin- 
ancing has  never  been  stronger.  The 
international  community  is  equipping 
itself  with  increasingly  more  effective 
tools  to  prevent  and  respond  to  terrorist 
financing.  The  Group  of  Eight  (G-8)  na- 
tions, the  United  Nations,  the  European 
Union,  the  Financial  Action  Task  Force 
(FATF)  on  Money  Laundering,  and  the 


Organization  of  American  States  have 
all  sponsored  conferences  and  crafted 
recommendations  designed  to  pro- 
duce enhanced  cooperation  and  streng- 
thened measures  to  combat  terrorist  fin- 
ancing. 

As  further  evidence  of  international 
resolve,  on  28  September  2001,  the 
United  Nations  Security  Council  (UNSC) 
adopted  Resolution  1373,  which  re- 
affirms earlier  UN  counter-terrorism  re- 
solutions and  requires  states  to  combat 
terrorism  and  the  financing  of  terrorism. 

Recommendation  III:  Develop  a 
System  of  Laws  to  Govern  the  Con- 
fiscation and  Use  of  Property  Derived 
from  Illegal  Activity 

The  new  money  laundering  law 
(Article  32)  provides  for  freezing  of 
assets  reasonably  known  or  suspected 
to  be  the  proceeds  of  crime  pursuant 
to  a  written  order  of  an  investigator, 
public  prosecutor  or  judge.  Article  32 
requires  the  financial  services  provider 
to  freeze  the  assets  and  to  submit  a 
statement  to  the  ordering  authority  within 
one  business  day  of  the  freezing. 

This  Article  is  unclear  who  is  respons- 
ible for  assets  not  under  the  control  of 
the  provider  of  financial  services  and 
whether  or  how  they  should  be  con- 
fiscated or  protected  to  prevent  the  re- 
moval or  placement  of  assets  beyond 
law  enforcement  or  the  courts. 

Furthermore,  there  is  no  authority  in 
the  law  providing  for  how  proceeds 
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from  confiscated  assets  can  be  used  or 
for  proceeds  from  the  disposal  of  these 
assets  to  be  placed  in  a  centralized  fund 
to  ensure  proper  accounting  or  sharing 
either  among  agencies  or  organizations 
within  Indonesia  or  with  foreign  juris- 
dictions involved  in  joint  investigations. 

Recommendation  IV:  Train  Enforce- 
ment Investigators  and  Regulators 

Intense  financial  investigations  are 
essential  in  order  to  beat  criminals 
at  their  trade  —  whether  it  is  narcotics 
trafficking,  organized  crim^,  money 
laundering,  or  bank  fraud.  Tracing  the 
money  will  lead  to  the  top  of  the 
crimiUal  organization.  But  financial 
investigations  are  extremely  complex 
and  difficult  to  concluct.  First,  it  takes 
many  years  of  working  in  the  financial 
industry  to  understand  all  its  intricacies. 
Second,  no  single  agency  possesses  a 
sufficiently  broad  or  cross-jurisdictional 
focus  and  information  base  to  track 
financial  movements.  Finally,  the  sheer 
size,  variety,  and  pace  of  change  of  the 
financial  sector  make  financial  inves- 
tigations even  more  difficult.  The  tools 
of  the  money  launderer  range  from 
complex  financial  transactions,  carried 
out  through  webs  of  wire  transfers  and 
networks  of  shell  companies,  to  old- 
fashioned,  if  increasingly  inventive,  cur- 
rency smuggling.  As  soon  as  law  en- 
forcement learns  the  intricacies  of  a 
new  laundering  technique  and  takes 
action  to  disrupt  the  activity,  the 
launderers  replace  the  scheme  with 
yet  another,  more  sophisticated  method. 


Training  investigators  and  regulators 
is  a  continuing  process  to  keep 
abreast  of  the  latest  money  launder- 
ing trends  and  techniques.  Assistance 
in  this  area  is  available  from  a  number 
of  countries  and  organizations  and 
should  be  pursued  rigorously. 

One  resource  is  the  Law  Enforce- 
ment Academy  (ILEA)  in  Bangkok, 
Thailand,  which  was  established  in 
March  1999.  The  curriculum  and  struc- 
ture of  this  Academy  is  similar  to  the 
one  located  in  Budapest,  except  for 
the  shorter  duration  of  the  core  course 
and  an  added  emphasis  on  narcotics 
matters.  Participation  is  opened  to 
members  of  the  Association  of  South 
East  Asian  Nations  and  the  PRC.  Trainers 
from  the  United  States,  Thailand,  Japan, 
Holland,  Australia  and  Hong  Kong 
provide  instruction. 

Recommendation  V:  Identify  and 
Understand  Alternative  Money  Re- 
mittance Systems 

Alternative  remittance  systems  are 
not  regulated  in  the  new  law.  These 
remittance  systems,  sometimes  also  re- 
ferred to  as  informal  value  transfer 
systems  (IVTS),  are  a  family  of  mon- 
etary remittance  systems  that  provide 
for  the  transfer  of  value  outside  of  the 
regulated  financial  industry.  These 
systems  should  be  identified  and  their 
operations  undTrstood  by  regulators, 
law  enforcement  and  in  particular 
providers  of  financial  services  if  they 
come  in  contact  with  these  services. 
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These  systems  are  known  by  a 
variety  of  names  reflecting  ethnic  and 
national  origins,  predominantly  South 
Asian  and  Chinese.  They  operate 
throughout  the  world,  especially  in 
countries  with  large  expatriate  popul- 
ations from  Africa  and  Asia.  Included, 
among  others,  are  such  systems  as 
hawala  (India),  bundi  (Pakistan),  fei 
ch'ien  (China),  phoe  kuan  (Thailand), 
hui  k'uan  (Mandarin  Chinese),  ch'iao 
hui  (Mandarin  Chinese)  and  nging  sing 
kek  (Cantonese  Chinese).  Most  of  these 
systems  pre-date  the  emergence  of 
modern  banking  and  other  financial  in- 
stitutions. The  Colombian  Black  Market 
Peso  Exchange  can  also  be  character- 
ized as  a  form  of  alternative  remittance 
system. 

These  systems  provide  mechanisms 
for  the  remittance  of  currency  or  other 
forms^  of  monetary  value  —most  com- 
monly gold—  without  physical  tran- 
sportation or  use  of  contemporary 
monetary  instruments.  These  systems 
are  used  extensively  as  a  means  for 
expatriates,  such  as  foreign  laborers, 
to  have  funds  delivered  to  families 
in  the  home  country  without  con- 
tact with  authorities  on  either  the 
sending  or  receiving  end.  The  systems 
rely  on  a  pairing  of  brokers,  one  who 
orders  a  disbursement  on  behalf  of  a 
sender  and  another  that  makes  the  dis- 


Internatlonal  Narcotics  Control  Strategy 
Report  March  2001,  'Money  Laundering  and 
Financial  Crimes',  http://www.state.gOv/g/inl/rls/ 
nrcpt/2001/rpt/ 


bursement  to  the  receiver,  followed 
at  some  point  in  time  with  a  clearing 
process  to  settle  account  imbalances 
between  the  brokers.  The  systems  operate 
on  the  basis  of  a  trusted  relationship 
established  in  the  context  of  narrowly 
defined  ethnic  and  national  ties.  Re- 
cords are  not  typically  kept  about  the 
identities  of  the  transactors  or  details 
of  the  transactions. 

Because  of  the  anonymity  and  se- 
crecy of  the  remittance  transactions, 
these  systems  are  known  to  have  been 
used  in  a  variety  of  criminal  activities 
including  money  laundering,  terrorist 
financing,  alien  smuggling,  drug  traffick- 
ing, arms  trafficking,  corruption  of  gov- 
ernment officials,  currency  controls 
evasion  and  tax  evasion.  Although  these 
systems  operate  outside  of  the  regulated 
financial  industry,  they  may  intersect 
with  banks  and  other  traditional  fin- 
ancial institutions  in  order  to  either 
obtain  currency  needed  to  make  dis- 
bursements, or  as  links  in  the  account 
clearing  process  involving  wire  transfers, 
imports  and  exports  of  goods  such  as 
electronics,  securities  transactions  etc. 
It  is  at  these  links  that  the  brokers 
or  their  representatives  may  become 
known  to  financial  institutions,  and 
their  transactions  reviewed  for  indic- 
ations of  unusual  activity  that  require 
the  reporting  of  suspicious  transactions. 
Again,  the  high  currency  threshold  of 
US$50,000  may  allow  banking  trans- 
actions of  these  transmitters  to  go  un- 
detected unless  they  are  identified  and 
reported  as  suspicious  transactions. 
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CONCLUSION 

FATF  anti-money  laundering  and 
terrorist  financing  recommendations  are 
the  foundation  for  implementing  anti- 
money  laundering  and  terrorist  finan- 
cing laws  to  provide  a  basis  for  era- 
dicating or  reducing  serious  crime  and 
becoming  a  good  international  partner. 
Each  country  must  not  only  continually 
assess  and  address  its  needs  for  law  and 
policies  to  address  problems  unique  to 
its  culture  and  its  legal  and  . financial 
systems,  but  share  information  with 
countries  throughout  the  world  to  mini- 
mize the  financing  of  crime  and  terrorist 
activities. 


Indonesia  now  faces  a  number  of 
challenges.  It  must  aggressively  imple- 
ment and  enforce  the  new  anti-money 
laundering  statute,  perform  regular  self- 
assessments  to  identify  flaws  and  im- 
provements to  the  law,  and  embark  on 
an  educational  campaign  to  inform 
and  educate  the  public,  law  enforce- 
ment, and  the  financial  institution  com- 
munity of  its  requirements  and  benefits. 
The  biggest  challenge  may  be  one  of 
political  will  to  stay  the  course  and 
ensure  that  Indonesia  does  not  provide 
a  haven  for  criminal  activity,  which 
will  certainly  increase,  if  anti-money 
laundering  and  terrorist  financing  con- 
trols are  not  rigorously  enforced. 
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Moluccan  Influence 
on  Dutch  Foreign  Policy 

Robert  Aspeslagh 


INTRODUCTION 

PEOPLE  in  diasporas^  in  particular 
living  in  a  developed  country, 
form  a  potential  source  of  con- 
flict in  its  country  of  origin.^  Diaspora 
should  be  considered  as  a  sub-category 
of  transnationalism  in  which  the  po- 
litical dimension  is  the  overriding  issue. 
In  this  paper  the  Moluccan  people  in 
the  Netherlands  are  to  be  considered 
as  a  'stateless  diaspora',^  that  can  also 
pose  a  threat  to  the  host  country. 
Hence,  Moluccans  caused  or  suffered 
conflicts  in  both  countries. 

The  conflict  in  the  1970s  threatened 
the  host  country.  In  1970,  on  the  eve 
of  a  visit  by  the  then  President  o^  In- 
donesia, Soeharto,  to  the  Netherlands 
Moluccan  youngsters  occupied  the  re- 
sidence of  the  Indonesian  ambassador 
in  Wassenaar.  Some  years  later  (1975) 
Moluccan  youngsters  laid  siege  to  a 
passenger  train  at  Wijster,  whilst  others 
occupied  the  Indonesian  consulate 
in  Amsterdam.  In  1977  a  second  siege 
of  a  passenger  train  took  place  at  the 
Punt  (The  Point)  in  conjunction  with 


the  taking  as  hostages  of  pupils  and 
teachers  of  a  school  in  Bovensmilde.  In 
1978  the  Moluccan  youngsters  burst 
in  upon  the  Shire-Hall  of  Drenthe. 
With  the  exception  of  Wassenaar 
and  Amsterdam,  those  events  happened 
in  the  North  of  the  Netherlands  in  the 
Province  of  Drenthe,  where  main  con- 
centrations of  radical  Moluccan  youngsters 
could  be  found.  At  the  turn  of  the  Mil- 
lennium the  conflict  in  Indonesia  took 
on  the  character  of  a  civil  war'*  after 
an  incident  between  a  Christian  bus 
driver  and  a  Muslim  passenger.  In  the 
years  following  that  incident  Muslim 
and  Christian  inhabitants  of  the  Mo- 
luccas turned  these  islands  into  a  battle- 
ground. They  burned  buildings  and 
houses,  destroyed  villages,  and  chased 
their  inhabitants  away  or  killed  them. 

Both  events  caused  a  terrible  shock 
in  the  Moluccan  community  in  the 
Netherlands.  Then,  in  order  to  achieve 
the  Moluccan  aim,  i.e.,  independence 
through  an  independent  state,  the  Re- 
publik  Maluku  Selatan  (RMS),^  Mo- 
luccans attempted  to  obtain  political 
influence^  over  Dutch  foreign  policy 
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in  Indonesia.  Now  the  Moluccan  com- 
munity tried  to  push  the  Dutch  Gov- 
ernment to  exert  pressure  on  the  In- 
donesian Government  to  restore  law 
and  order  in  the  Moluccas.  The  char- 
acteristic of  a  modern  diaspora  com- 
munity —a  group  with  a  clear  ethnic 
identity  preserved  beyond  generations, 
which  is,  through  its  societal  parti- 
cipation, for  example  in  education  and 
labour,  not  tied  to  a  homogeneous,  low 
position^—  could  give  possibilities 
and  capabilities  to  influence  the 
Dutch  authorities  and  their  policies  to- 
wards Indonesia.  Those  attempts,  how- 
ever, encountered  difficulties.  In  both 
states,  Moluccans  belong  to  rather  small 
communities  and  these  are  divided  into 
many  sub-groups.  Moreover,  restrictions 
placed  on  a  small  democratic  country 
vis-^-vis  a  large  (un)democratic  state,  con- 
stituted a  serious  obstacle  for  the  Mo- 
luccan community  to  exert  influence. 
The  downfall  of  a  very  repressive  re- 
gime in  Indonesia,  however,  presented 
new  dimensions  and  capabilities  to 
the  Moluccan  case. 

Influence  has  to  be  distinguished  from 
power.  Small  communities  can  have 
influence,  if  they  can  make  an  ef- 
fective use  of  the  public  sphere. °  New 
generations  of  Moluccans  in  the  Nether- 
lands achieved  other  capabilities  than 
their  parents  and  grandparents.  In  exert- 
ing influence  they  also  share  new 
communication  technologies.'  Further- 
more, their  parents  and  grandparents 
perceived  the  RMS  as  a  political  ideal 
which  they  collectively  aimed  at, 
whereas  the   new  generations  accept 


the  RMS  at  best  as  a  symbol'"  without 
being  a  practical  objective.  Moreover, 
the  atrocities  committed  in  the  Mo- 
luccans after  1999  have  changed  the 
political  climate  in  the  Netherlands  to- 
wards the  Moluccan  community;  feel- 
ings of  solidarity  and  sympathy  arose. 

THE  MOLUCCAN  ISSUE:  1970-1983 

The  occupation  of  the  residence 
of  the  Indonesian  Ambassador  on  31 
August  1970  by  33  young  Moluccans 
marked  an  important  moment  for  the 
Moluccan  community  in  the  Netherlands 
for  its  relationship  with  the  Dutch  Gov- 
ernment. The  then  Moluccan  leader, 
president  of  the  RMS,  Manusama,  per- 
suaded them  to  leave  the  residence, 
which  they  did.  The  immediate  effect 
of  their  action  was  a  delay  of  some  days 
of  the  shortened  visit  of  Indonesian's 
president  Soeharto  to  the  Netherlands. 
In  October  the  Dutch  prime  minister 
and  the  minister  of  Foreign  Affairs 
had  a  discussion  v^ith  a  small  de- 
legation. They  discussed  the  opportunity 
of  a  dialogue  with  the  Indonesian 
Government  aiming  at  the  possibility 
of  Moluccans  who  wished  to  do  so  to 
return  to  their  homeland  and  under 
what  conditions.  The  Dutch  Govern- 
ment expressed  its  willingness  to  me- 
diate, but  the  diplomatic  contacts  with 
the  Indonesian  Government  did  not 
result  into  an  acceptable  agreement. 

The  tensions  between  the  Moluc- 
cans and  the  Dutch  Government,  rein- 
forced by  feelings  of  powerlessness 
among  the  Moluccan  community,  frus- 
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trated  in  particular  young  Moluccans. 
They  demanded  strong  actions  against 
the  Dutch  Government,  but  their 
leadership  was  not  prepared  to  do  so, 
due  to  a  long  tradition  of  obedience  to 
authority,  not  only  as  an  effect  of  a 
colonial  military^^  heritage,  but  also 
because  of  their  cultural  background, 
and  a  deeply  rooted  Christian  faith. 
Most  of  their  radical  actions  against 
the  Dutch  Government  were  hatched 
in  the  municipalities  of  Assen  and 
Bovensmilde,  located  in  the  North  of 
the  Netherlands.  In  these  Moluccan 
neighborhoods  plans  were  developed 
to  lay  siege  to  trains,  to  occupy  the 
Indonesian  consulate  in  Amsterdam  and 
a  school  in  Bovensmilde.  These  plans 
were  carried  out  respectively  on  2 
December  1975  in  Wijster  and  Amster- 
dam and  on  23  May  1977  in  the  Punt 
and  in  Bovensmilde. 

A  strong  argument  favoring  those 
actions  was  the  speech  of  the  then  queen 
Juliaqa  on  the  occasion  of  the  inde- 
pendence of  the  Dutch  colony  of 
Surinam  on  25  November  1975.  In  her 
speech,  she  stated  that  'each  people  has 
the  right  to  freedom.'  Moluccans  were 
asking  themselves  why  this  did  not 
apply  to  them;  however,  the  Dutch  Gov- 
ernment had  made  such  a  suggestion  in 
the  past.  Another  argument  to  develop 
their  plans  were  the  negotiations  be- 
tween the  Indonesian  and  Dutch  gov- 
ernments, which  resulted  in  the  so- 
called  Wassenaar  Agreement  of  1974/ 
75.^''  The  Agreement  laid  down  the 
conditions,  which  made  it  possible  for 
Moluccans  to  visit  Indonesia  as  well 


as  improved  the  opportunity  to  return 
to  Indonesia.  In  order  to  elaborate  the 
Agreement,  so  called  Joint  Commit- 
tees^^ were  installed  both  in  the 
Hague  (Netherlands)  and  Jakarta  (Indo- 
nesia). In  the  Hague  the  Joint  Com- 
mittee consisted  of  representatives  of 
the  Indonesian  Embassy,  the  Netherlands 
Ministry  of  Culture,  Recreation  and 
Social  Work  (CRM),  and  the  Netherlands 
Ministry  of  Foreign  Affairs. 

CRM  was  the  leading  ministry  with 
respect  to  the  Moluccan  issue  and 
also  the  trustee  of  the  Agreement.  In 
a  discussion  of  the  Permanent  Par- 
liamentary Commission  on  Culture,  Re- 
creation and  Social  Work  with  the 
Deputy  Minister  of  Foreign  Affairs,  the 
following  conclusions  were  drawn. 
First,  the  Dutch  Government  takes  for 
granted  that  the  future  of  the  majority 
of  the  Moluccans  living  in  the  Nether- 
lands will  be  in  this  state.  With  respect 
to  this  issue  the  Dutch  and  Indo- 
nesian Governments  have  agreed  to 
establish  a  Joint  Committee  of  Dutch 
and  Indonesians,  which  has  to  promote 
the  dialogue  between  the  Moluccans 
in  the  Netherlands  and  the  Indonesian 
people  and  to  exchange  information. 

Second,  the  Dutch  Government  co 
nsiders  the  discussion  about  the  Mo- 
luccan political  aspirations  as  con- 
cluded. The  Parliamentary  Under-Se- 
cretary of  Foreign  Affairs  stated  that 
the  Minister  of  Foreign  Affairs  has  as- 
sured the  Indonesian  Government  that 
the  Dutch  Government  does  not  share 
the   Moluccan    aspiration    for   an  in- 
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dependent  South-Moluccan  Republic 
(RMS).  Nonetheless,  the  Dutch  Gov- 
ernment cannot  prevent  such  striving, 
due  to  the  constitutional  freedom  of 
expression  of  opinion. 

On  the  other  hand,  the  Indonesian 
Government  recognized  the  difficulties 
of  the  Dutch  Government  with  respect 
to  the  Moluccan  population  in  the 
Netherlands.  Therefore,  the  Indonesian 
Government  promised  among  others: 
Although  the  Dutch  Government  is 
fully  responsible  for  the  Moluccans  in 
the  Netherlands,  Indonesia  is  willing 
to  support  the  Netherlands  in  resolving 
the  problems  with  the  Moluccan  com- 
munity. 

Indonesia  is  willing  to  promote  in- 
tegration of  the  Moluccan  people  in 
the  Netherlands,  amongst  others  by 
allowing  the  Indonesian  society  to 
maintain  contacts  with  the  members 
of  the  Moluccan  community  in  the 
Netherlands,  also  in  those  cases  of  Mo- 
luccans who  are  stateless. 

The  policy  of  the  Dutch  Govern- 
ment towards  the  Moluccan  Community 
was  crystal  clear:  'The  Government 
holds  those  contacts  (with  the  Indo- 
nesian authorities,  RA)  of  great  value 
and  it  will  promote  them  as  much  as 
possible,  convinced  that  the  acquaint- 
ance with  the  altering  societal  patterns 
in  Indonesia  could  contribute  to  more 
openness  with  the  Moluccans  for  the 
Dutch  society.  (...)  These  contacts  also 
create  the  capability  to  test  the  quality 
of  the  reality  of  the  future  ideals 
which  are  fostered  in  the  Moluccan 


Community.''^  These  premises  with 
respect  to  the  wishes  and  actions  of  the 
Moluccan  Community  ran  like  a  con- 
tinuous thread  through  the  Dutch  Mo- 
luccan and  Indonesian  policies  for 
the  forthcoming  decades.  In  other 
words,  'Contacts  with  the  Moluccas 
and  non-recognition  of  the  RMS  were 
besides  integration  with  the  main- 
tenance of  the  own  identity  the  corner 
stones  of  the  administration. 

The  Joint  Committee  contributed 
in  two  ways  to  the  issue  of  the  Mo- 
luccans in  the  Netherlands.  First,  the 
central  idea  that  visits  to  the  Moluccas 
had  to  have  a  sobering  effect  on  the 
perceptions  of  the  future  of  Dutch  Mo- 
luccans in  the  Moluccas  was  imple- 
mented through  the  organization  of 
so  called  orientation  journeys. Se- 
cond, the  history  of  the  Moluccan 
Community  was  regarded  full  with 
myths. ^°  A  first  historical  research  in 
order  to  achieve  a  history  more  in 
accordance  with  truth  an  official  of 
the  Netherlands  Ministry  of  Foreign  Af- 
fairs made  an  investigation  into  the 
past  and  the  causes  of  the  Moluccan 
diaspora. In  1977  the  Commissie  van 
Over/eg  Zuid-Molukkers-Nederlanders 
(Commission  of  Consultation  South- 
Moluccans-Dutchmen)  also  known  as 
the  Commission  Kobben-Mantouw  as- 
signed a  researcher  to  write  an  his- 
torical survey  about  the  Dutch-Mo- 
luccan  past.  In  1978  the  Commission 
Kobben-Mantouw  issued  a  Report. 
The  Report  consisted  of  four  parts  — 
three  sections  and  one  introductory 
chapter.  Its  aim  was  to  find  an  answer 
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to  questions,  which  exist  in  the  Mo- 
luccan  Community. 

The  results  of  the  deliberations  of 
the  Joint  Committees,  however,  were 
disappointing  for  the  Moluccan  Com- 
munity in  the  Netherlands,  in  particular 
because  the  Dutch  Government  re- 
jected the  cry  for  an  independent  state. 
Out  of  many  protests  one  example.  The 
political  organization  of  the  RMS,  the 
Badan  Persatuan,  wrote  to  the  Dutch 
Prime-Minister  that  the  'Executive 
Council  of  the  Badan  Persatuan  means 
well  to  send  You  an  announcement,  in 
which  it  has  embodied  its  point  of 
view  vis-k-v is  the  results  of  the  discus- 
sions —about  us,  however  without  us— 
at  the  end  of  November  1981  in  Jakarta 
between  the  Dutch  and  Indonesian  de- 
legation in  the  framework  of  the  Agree- 
ments of  Wassenaar.  Decisions  about 
us  without  us  are  not  only  grievous,  but 
they  can  lead  to  tensions  and  disap- 
pointments, which  are  not  conducive 
to  a  good  understanding  between  the 
Dutch  Government  and  the  South  Mo- 
luccans  in  this  country. '^^ 

Although  the  Moluccan  leadership 
as  well  as  the  actions  of  Moluccan 
youngsters  had  had  influence  on  the 
Dutch  foreign  policy  towards  Indonesia, 
the  effect  was  not  what  they  had 
hoped,  but  the  opposite  of  it.  Hence, 
they  sought  for  their  own  influence 
on  foreign  policies.  Amongst  others 
the  following  events  occurred:'^'* 

•  In  1971  via  the  chairman  of  the 
Indian  United  Nation  Association 
(UNA),  a  Non-Governmental  Organ- 


ization and  member  of  the  World 
Federation  of  United  Nations  Associ- 
ations (WFUNA),  a  delegation  of 
Moluccan  youngsters  attended  a 
WFUNA  meeting  in  Geneva.  The  de- 
legation addressed  the  Moluccan 
case  to  one  of  the  commissions. 
In  their  declaration  they  stated 
that  they  were  prepared  to  negotiate 
with  the  Indonesian  Government 
without  conditions  laid  down  be- 
forehand. Nine  delegations  supported 
the  Moluccan  declaration; 

•  On  29  September  1976  the  indep- 
endent republic  of  Benin  pleaded 
at  the  general  Assembly  of  the 
United  Nations  for  the  independ- 
ence of  the  South-Moluccas.  This 
country  had  recognized  the  RMS, 
however,  not  the  leaders  behind 
Manusama,  but  his  opponent  in 
the  RMS,  Tamaela.  Although  Ta- 
maela  was  a  solitary  acting  per- 
son, he  reinforced  the  RMS  —  ideal 
amongst  the  Moluccan  youngsters 
and  he  aroused  dissatisfaction  with 
the  policy  of  Manusama; 

•  In  1976  representatives  of  the 
Manusama  group  in  the  RMS  visited 
Paris  for  contacts  with  a  Vietnam 
delegation,  which  negotiated  with 
the  United  States  to  terminate  the 
war  in  Vietnam.  In  particular  the 
young  Moluccans  were  very  pos- 
itive about  these  contacts,  because 
their  political  attitude  was  not  against 
socialist  or  communist  regimes; 

•  On  22  November  1980  a  Note  of 
Protest  was  mailed  to  the  Confer- 
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ence  on  Security  and  Co-operation 
in  Europe,  in  which  attention  was 
requested  for  the  'intolerable  pos- 
ition of  the  South  Moluccan  refugees 
in  the  Netherlands.'  In  this  Note 
a  special  Connmittee  of  Investigation 
was  demanded  'in  order  to  closely 
inquire  into  the  whole  nnatter  and 
to  make  a  thorough  study  of  the 
policy,  the  Dutch  Government  has 
been  pursuing  towards  the  South 
Moluccan  refugees,  since  their  com- 
pulsory transport  to  the  Netherlands 
in  1951.'^^  Despite  this  attempt 
the  Moluccan  representatives  did 
not  succeed  to  get  into  the  CSCE  in 
Madrid; 

•  In  November  1982  the  president  of 
the  RMS,  J.  Alvarez  Manusama,  ad- 
dressed the  Fourth  Committee  of 
the  United  Nations  General  Assembly 
about  East  Timor.  In  this  Address 
Manusama  suggested  to  the  Fourth 
Committee  'to  consider  relevant 
steps  towards  the  reopening  of  the 
question  of  decolonisation  of  Indone- 
sia.'^^  He  also  compared  the  Indo- 
nesian regime  with  Hitler^^  and  he 
accused  Jakarta  of  conducting  an  im- 
perialistic expansionist  policy. 

The  RMS  recognized  that  it  had 
failed  to  reach  its  aims  through  the 
Dutch  Government  as  well  as 
through  international  contacts.  Also  a 
Member  of  Parliament  of  the  Chris- 
tian Democratic  Appeal  (CDA)  —the 
then  biggest  party  and  part  of  the  Gov- 
ernment— who  in  1978  visited  the 
Moluccas,  expressed  the  opinion  that 


the  RMS  had  no  raison  d'etre.  In 
that  same  year  the  Commissie  van 
Over  leg  Zuid-Molukkers-Neder  landers 
(Commission  of  Consultation  South-Mo- 
luccans— Dutchmen),  which  was  estab- 
lished due  to  the  unrest  among  the 
Moluccan  Community,  issued  a  Report 
about  the  Round-Table  Conference  on 
the  Independence  of  Indonesia.  In  this 
Report  the  Commission  stated  that  'on 
the  one  hand  the  South-Moluccans  have 
to  acknowledge  that  at  the  time  the 
Dutch  Government  did  its  utmost  to 
achieve  the  right  on  self-determination. 
On  the  other  hand  the  Commission  is 
of  the  opinion,  that  the  Dutch  Govern- 
ment and  the  Dutch  people  have  to 
understand  and  to  admit  that  even 
now  the  striving  for  self-determination 
of  the  South-Moluccans  is  also  fuelled 
by  what  has  been  advocated  by  the 
Dutch  Government  in  her  fight  for 
self-determination  of  several  territories 
of  Indonesia.'^^ 

Although  it  was  acknowledged  that 
both  sides  had  contributed  to  the  pre- 
sent situation  of  the  Moluccans  in  the 
Netherlands,  in  1980  Manusama  stated 
after  a  visit  of  the  Dutch  Prime-Min- 
ister to  Indonesia,  that  'again  this 
(Dutch)  Government  underscores  the 
position,  that  it  is  not  willing  to  co- 
operate in  a  positive  way  in  the  solution 
of  our  problems.  How  much  goodwill 
Van  Agt  (the  then  Prime-Minister,  RA) 
could  have  achieved  if  he  had  visited 
the  Moluccas  in  person.'  He  con- 
sidered the  relationship  between  the 
RMS  and  the  Dutch  Government 
worsened  since  the  Governmental  Policy 
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Paper  of  1978,  in  which  the  right  to 
self-determination  of  the  Moluccan 
people  was  completely  neglected. 
The  conclusion  that  Dutch  policy  to- 
wards the  Moluccan  people  in  the 
Netherlands  had  failed  was  almost 
general. The  Wassenaar  Agreement 
did  not  fulfil  the  wishes  and  aims  of 
the  Moluccan  Community  in  the 
Netherlands.  The  enforcement  of  the 
Agreement  gave  rise  to  conflicts  among 
and  with  the  Moluccans,  who  took 
part  in  the  visits.  The  ideal  of  the  in- 
dependence had  not  come  closer.''^ 

The  impact  of  the  actions  of  Mo- 
luccan youngsters  was  considerable. 
They  achieved  much,  but  not  directly 
through  the  foreign  policy  of  the 
Netherlands.  Since  both  the  Netherlands 
and  Indonesia  regarded  the  Moluccan 
issue  a  Dutch  internal  problem,  the 
Netherlands  treated  them  as  a  national 
and  social-cultural  matter.  The  leading 
ministry  became  CRM  aided  by  the 
Deputy  Minister  of  Foreign  Affairs  during 
the  negotiations  with  the  Indonesian 
Government.  It  also  became  clear  that 
the  RMS  had  lost  its  raison  d'etre /and 
therefore,  could  not  play  a  significant 
role  in  influencing  Dutch  foreign  policy 
in  Indonesia. 

THE  MOLUCCAN  ISSUE:  1999-2002 

A  second  wave  of  violence,  which 
shocked  the  Dutch  Moluccan  Com- 
munity, did  not  occur  in  the  Netherlands 
but  in  Indonesia.  A  minor  incident  on 
the  19th  of  January  1999  caused  a  chain- 


reaction  of  violent  atrocities  in  the 
Moluccas, which  upset  and  con- 
cerned the  Moluccans  in  the  Nether- 
lands, who  still  have  many  family  ties 
in  the  Moluccas.  The  deep  roots  of  the 
conflict  may  date  back  to  the  colonial 
time.  The  roots  of  the  present  conflict, 
however,  have  to  be  ascribed  mainly 
to  fifty  years  of  Indonesian  rule,  in 
particular  of  the  Soeharto  regime. 
The  conflict  and  its  accompanying 
atrocities  are  an  Indonesian  problem, 
which  have  to  be  solved  by  the  In- 
donesian Government.  The  incompet- 
ence''^ of  the  Indonesian  Government 
to  resolve  the  conflict  and  to  establish 
order  and  peace  in  the  region, 
however,  worsened  the  conflict.  The 
Dutch  Government,  facing  a  Mo- 
luccan Community  in  despair  about 
the  atrocities  in  the  Moluccas,  had 
to  act.  The  delicate  relationship  be- 
tween Indonesia  and  the  Netherlands, 
due  to  a  long  common  history  of  co- 
lonialism and  the  Dutch  reluctance  to 
accept  a  Unitarian  Indonesian  state, 
induced  the  Netherlands  to  seek  for  a 
multilateral  approach  to  push  the  In- 
donesian Government  to  take  actions 
in  order  to  restore  peace  and  security 
in  the  region. 

In  December  1998,  at  the  instigation 
of  the  Dutch  Ministry  of  Foreign  Affairs, 
a  delegation  of  the  European  Union 
visiting  Jakarta  expressed  to  the  then 
president  of  Indonesia  Habibi'e  its 
serious  concerns  about  religious  viol- 
ence in  Indonesia.  In  January  1999  the 
Dutch  again  requested  the  European 
Union  to  impress  upon  the  Indonesian 
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Authorities  the  need  to  restore  peace 
and  security  in  the  Moluccas.  The 
European  Union  pressed  the  Indonesian 
Government  in  July  1999  again  to  restore 
peace  and  security  In  the  Moluccas.  May 
2000,  on  the  initiative  of  the  Dutch 
Government,  the  European  Union  ex- 
pressed its  deep  concerns  about  the 
developments  in  the  Moluccas. 

The  European  Union  intervened, 
after  a  request  of  the  Dutch  Govern- 
ment, with  the  Indonesian  Authorities 
in  order  to  take  steps  against  the  Laskar 
Jihad  warriors.  In  October  2000  a  de- 
legation of  the  European  Union  headed 
by  the  French  Ambassador,  which  con- 
sisted of  representatives  of  embassies  of 
9  member  states  —Belgium,  Germany, 
France,  Greece,  Italy,  Netherlands,  Por- 
tugal, Sweden  and  the  United  Kingdom- 
visited  the  Moluccas.  In  the  Report36 
the  European  Union  admitted  that  the 
conflict  is  an  internal  Indonesian  problem, 
which  has  to  be  resolved  by  the  parties 
involved.  In  this  respect  the  European 
Union  will  support  the  Indonesian 
territorial  integrity.  The  European  Union, 
however,  stressed  her  concerns  about 
the  tensions  and  violence  in  the  Mo- 
luccas, because  they  prevent  the  pursuit 
of  the  population's  fundamental  rights. 
Also  in  October  2000  the  European 
Union  issued  a  statement  in  which  it 
demanded  attention  for  the  situation  in 
the  Moluccas.^'' 

A  second  mission  of  the  European 
Union  to  the  Moluccas  headed  by  the 
Swedes  took  place  from  20-22  February 


2001.^^  The  then  Swedish  EU-Pres- 
idency  and  the  Commission  concluded 
that,  due  to  the  economical  background 
of  the  conflict,  first  priority  should  be 
given  to  the  economical  development 
of  the  region.  Moreover  the  European 
Union  was  prepared  to  give  per- 
manent humanitarian  aid,  but  each 
program  for  the  Moluccas  had  to  be 
devoted  to  the  process  of  reconcili- 
ation and  reconstruction.  In  order  to 
understand  the  problems  raisied  by 
the  process  of  decentralisation  of  gov- 
ernment the  European  Union  was  will- 
ing to  offer  to  the  Indonesian  Gov- 
ernment its  assistance  in  the  Identific- 
ation, elaboration  and  implementation 
of  practical  conflict  prevention  and  re- 
solution measures.^' 

The   Dutch   Government  perceived 
the  European  Union  as  the  main  multi- 
lateral platform  to  internationalise  the 
issue  of  the  Moluccas,  but  it  also  ap- 
proached  other   international  govern- 
mental   organizations    to    pursue  the 
issue   of  the   Moluccan   conflict  and 
to  urge  Indonesia  to  take  the  necessary 
steps  to   restore  peace  and  security. 
Its  main  focus  in  this  respect  consisted 
of  providing  emergency  aid  through 
the    UNDP.'*°    Although    the  Nether- 
lands, in  that  period  were  both  member 
and  chairman  of  the  UN  Security  Coun- 
cil,  they   were   not    in   the  position 
to  internationalise  the  conflict  in  this 
body.'''    During   the   sessions   of  the 
Security  Council  of  the  United  Nations 
in  July  2000,  the  United  States,  France 
and  the  Netherlands  raised  the  issue 
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of  the  Moluccas.''^  In  an  appeal  the 
United  States  urged  Indonesia  to  restore 
order  in  the  Moluccas  and  to  pro- 
vide the  necessary  basic  needs  to  the 
stricken  communities.  Despite  the  at- 
tempts of  the  Netherlands  to  request 
more  attention  for  the  situation  in  Indo- 
nesia, in  particular  in  the  Moluccas,  no 
resolution  regarding  the  situation  was 
adopted. 43  Also  the  ASEAN  was  ap- 
proached by  the  United  States  on  the 
request  of  the  Dutch  Government  to 
put  pressure  on  the  Indonesian  Gov- 
ernment.^ 

This  brief  overview  of  the  diplomatic 
and  aid  steps  of  the  Dutch  Govern- 
ment to  internationalise  the  conflict  in 
the  Moluccas,  Indicates  that  it  wished 
for  the  support  of  the  European  Union 
and  the  larger  international  community 
in  order  to  put  pressure  on  the  In- 
donesian Government  to  settle  the 
conflict.  However,  the  Dutch  Govern- 
ment/ in  particular  the  Minister  of 
Foreign  Affairs,''^  also  took  direct  steps 
towards  the  Indonesian  Government. 
In  March  1999  the  Dutch  Minister  of 
Foreign  Affairs  discussed  the  matter  with 
his  Indonesian  colleague.  One  month 
later  the  Dutch  Ambassador  in  Indo- 
nesia visited  the  Moluccas  and  con- 
sulted with  the  regional  and  military 
authorities.  The  bilateral  co-operation 
both  through  the  Ministries  of  Foreign 
Affairs  and  the  Development  Co-opera- 
tion were  intensified  after  Abdurrahman 
Wahid  was  installed  as  the  President 
of  the  Republik  Indonesia.  Despite  at- 
tempts of  the  Dutch  Minister  of  Foreign 


Affairs  to  take  diplomatic  steps  towards 
the  EU,  the  United  States  and  the  Asian 
partners  in  order  to  restore  peace  and 
order  in  the  Moluccas,  the  Dutch  Gov- 
ernment maintained  her  position  that 
Indonesia  had  the  duty  to  solve  the 
problem.  How  delicate  the  Dutch  po- 
sition was  became  clear  by  a  letter^^ 
of  the  Dutch  Minister  of  Foreign  Affairs 
to  his  Indonesian  colleague.  In  this 
letter  he  offered  assistance  to  the 
Indonesian  Authorities  in  order  to 
contribute  to  the  restoration  of  peace 
and  reconciliation. 

In  particular  his  remark  that  in  a 
situation  in  which  trust  between  the 
parties  had  disappeared  a  neutral  at- 
titude of  the  Indonesian  police  and 
army  was  essential  caused  a  rather 
negative  response  both  in  the  Nether- 
lands and  Indonesia.  Indonesia  per- 
ceived the  Moluccan  conflict  as  an 
internal  problem  and  did  not  accept 
foreign  interference.  Suggestions  to 
allow  humanitarian  intervention  by 
foreign  countries  was  strongly  rejected 
by  the  Indonesian  Government. De- 
spite this  attitude  with  the  consent 
of  the  Indonesian  Government,  the 
Netherlands  Ministry  of  Foreign  Affairs 
supported  among  others  the  profes- 
sionalisation  and  democratisation  of 
the  Indonesian  military  financing  a 
workshop  'Conflict  Resolution'  in  Jakarta, 
that  was  attended  by  MP's  and  the 
military. ''^  Also  initiatives  of  Moluccans 
in  the  Netherlands  to  meet  with  their 
counterparts  in  Indonesia  received  as- 
sistance of  the  Ministry  of  Foreign  Affairs.**^ 
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INTERACTIONS  BETWEEN  THE 
DUTCH  AUTHORITIES  AND  THE 
MOLUCCAN  COMMUNITY 

With  the  events  of  the  1970s  In 
mind,  the  Dutch  Government  was  on 
the  ope  hand  rather  concerned  about 
the  reaction  and  possible  actions  of 
Moluccans  in  the  Netherlands  due  to 
the  cropping  up  of  tension  within  the 
Dutch  Moluccan  Community.  Hence  it 
could  happen  that  the  Moluccans 
would  act  as  a  people  in  diaspora  and 
try  to  intervene  in  the  Moluccas,  which 
would  fuel  the  violence  in  that  region 
as  well  as  disturb  the  friendly  relation- 
ship with  the  Indonesian  authorities,  in 
particular  with  the  then  in  the  Nether- 
lands very  popular  president  Wahid. 
As  a  consequence  an  interaction  oc- 
curred between  the  events  in  the  Mo- 
luccas and  the  Dutch  Government. ^° 
However,  a  repetition  of  the  violent 
events  of  the  1970s  could  occur  in 
the  Netherlands.  In  particular  two  min- 
istries became  very  active:  the  Ministry 
of  Foreign  Affairs  and  the  Ministry  of 
Home  Affairs,  especially  its  Minister  for 
Big  Cities  and  Integration  Policy. The 
Dutch  Government  was  very  much 
aware  that  the  Moluccan  Community 
in  the  Netherlands  watched  the  devel- 
opments in  the  Moluccas  with  great 
concerns.  It  understood  their  feelings 
of  anxiety  about  the  well  being  of  their 
relatives  and  acquaintances  in  the  Mo- 
luccas as  well  as  their  feelings  of 
powerlessness.^^  The  Minister  of  Big 
Cities  and  Integration  Policy  was  the 
coordinating  ministry  for  the  contacts 


between  the  Moluccan  Community  and 
the  Dutch  Government.  The  Minister 
regularly  consulted  with  Moluccan  po- 
litical, ecclesiastical,  societal  and  aid 
organizations  in  order  to  inform  them 
about  Dutch  policy  towards  Indonesia. 
Other  objectives  of  the  Dutch  Govern- 
ment were:^^ 

•  To  keep  itself  informed  on  the  devel- 
opments within  the  Moluccan  Com- 
munity; 

•  To  contribute  to  the  coordination  of 
assistance  to  the  Moluccas  by  Mo- 
luccans in  the  Netherlands; 

•  To  promote  communication  between 
the  various  Moluccan  religious  com- 
munities; 

•  To  avert  the  transfer  of  the  conflict 
in  the  Moluccas  to  the  Dutch  Mo- 
luccan Community.^^ 

The  situation  in  the  Moluccas  pre- 
vented the  Joint  Committee  to  carry 
out  its  regular  tasks. Hence  the 
Committee  made  1  million  Dutch 
guilders  available  to  the  Indonesian 
minister  of  Combating  Poverty  and 
Social  Welfare  to  be  employed  in  re- 
construction and  utility  projects  of  Mo- 
luccan NGOs.  Moreover  it  was  decided 
that  on  31  December  2002  the  present 
engagement  for  rejDatriation  would 
be  terminated,  although  after  2002  in- 
dividual cases  could  return  to  Indo- 
nesia under  the  same  conditions. 

The  civil  war  in  the  Moluccas,  how- 
ever, provoked  the  more  radical  Mo- 
luccans in  the  Netherlands  to  take  action. 
A  threatening  call  to  make  an  attempt 
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on  the  life  of  the  Queen,  shortly  before 
the  National  Remembrance  Day  of  those 
killed  in  World  War  II  on  the  4th  of 
May  2000,  compelled  the  Dutch  Gov- 
ernment to  take  strong  security  mea- 
sures. The  Prime  Minister,  however, 
immediately  warned  the  public  not 
to  put  the  blame  on  the  Moluccan 
Community. In  particular  the  Vrije 
Molukse  longeren  (Free  Moluccan 
Youth)  severely  criticised  the  Govern- 
ment. They  threatened  to  take  violent 
actions  with  molotov  cocktails  and 
bombs,  first  without  victims.  If  inter- 
vention in  Indonesia  did  not  take  place 
the  actions  would  become  tougher 
against  the  Dutch  society.  Targets  could 
be  the  Minister  of  Foreign  Affairs  or  the 
Prime  Minister.^''  Other  organizations 
of  Moluccans,  People  Against  Genocide 
(PAG)  and  Maluku  Warchild,^^  also 
announced  tough  actions  against  the 
Dutch  society.  However,  the  violent 
actions  in  the  Netherlands  were  small 
in  number  and  they  caused  relatively 
little  (Hamage.  But  they  did  have  a  negative 
effect  on  the  image  of  the  Moluccan 
Community. 

The  RMS  appeared  in  the  limelight 
when  a  letter  of  its  President,  Tutu- 
hatunewa,  was  leaked  to  the  broad- 
casting organization  VARA.  In  this  letter 
Tutuhatunewa  wrote  that  the  RMS  Gov- 
ernment in  exile  had  sent  money  to 
armed  resistance  groups  in  the  Mo- 
luccas.^' Two  former  members  of  the 
RMS-Government,  who  had  resigned 
due  to  internal  disagreements  with  the 
policy  of  Tutuhatunewa,  criticised  this 
action  of  the  RMS.  The  whole  affair 


caused  some  articles  to  be  published  in 
the  newspapers,  but  soon  lost  its  news- 
worthiness.  However,  this  action  as  well 
as  a  declaration,  both  in  Ambon  and 
the  Netherlands,  of  the  Front  Kedaulatan 
Maluku  (Sovereignty  Front  of  the  Mo- 
luccas/FKM),  that  the  South  Moluccas 
have  the  right  of  self-determination, 
did  not  cause  many  problems  in  the 
Netherlands.  But  they  served  the  ad- 
versaries of  the  Christian  Community  in 
the  Moluccas.  In  the  Moluccas  the  RMS 
became  again  the  synonym  for  Chris- 
tian and  thus  the  bugaboo  of  the  con- 
flict, that  had  to  be  opposed,  preferably 
with  the  use  of  violence. 

On  the  part  of  the  Dutch  Govern- 
ment as  well  as  provincial  and  local 
authorities  initiatives  were  started  to 
make  contacts  with  representatives  of 
the  Moluccan  Community.  The  first  in- 
vitation to  hold  talks  between  the 
Dutch  Government  and  the  Moluc- 
can Community  on  Monday  18  Septem- 
ber 2000,  however,  was  not  accepted 
by  various  Moluccan  groups.  The  RMS 
refused  to  take  part  in  the  meeting, 
because  in  its  opinion  the  Government 
did  not  take  the  RMS-Cabinet  in  exile 
serious.  The  six  Moluccan  Protestant 
Churches  were  of  the  opinion  that  the 
importance  of  the  talks  with  the 
Dutch  Government  had  diminished, 
because  the  Government  was  more 
concerned  with  the  threats  of  attacks 
by  Moluccan  youngsters^"  and  not 
with  the  shocking  situation  in  the 
Moluccas.  Moreover  they  held  the 
view  that  only  one  hour  for  the  talks 
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was  not  a  very  respectful  gesture 
to  the  Moluccans.  Notwithstanding 
the  objections  of  Moluccan  represent- 
atives, at  a  meeting  of  the  Govern- 
ment^^ with  five  Moluccan  organiza- 
tions on  17  October  2000  it  was 
agreed,  that  they  would  meet  two  to 
three  times  a  year  in  order  to  keep  the 
Moluccans  informed  about  the  efforts 
of  the  Government  against  violence 
in  the  Moluccas.  Not  all  the  Moluc- 
can participants  were  satisfied  with 
the  result  of  the  talk.  Although  the 
RMS  had  the  impression  that  the 
Dutch  Government  did  its  best,  it  was 
not  satisfied  with  the  efforts.  The  re- 
presentative of  the  Free  Moluccan 
Youth  was  dissatisfied  and  also  of 
the  opinion  that  the  Netherlands  could 
have  done  more.'^5'~  ^ 

Furthermore,  the  Minister  for  Big 
Cities  and  Integration  Policy  held 
among  others  talks  with  Moluccan 
youngsters.  The  first  formal  discussion 
took  place  on  20  February  2001.  Most 
of  the  Moluccan  youngsters  present 
at  the  meeting  were  of  the  opinion 
that  the  meeting  had  been  successful, 
but  the  Free  Moluccan  Youth  said 
that  they  would  not  attend  another 
meeting,  whilst  the  RMS-youth  had 
some  reservations  about  attending 
another  one.^^  A  group  of  Moluccan 
youngsters,  who  did  not  want  to  re- 
present one  particular  organization 
or  group,  decided  that  they  would  con- 
tinue to  attend  the  talks  and  to  de- 
velop a  programme  with  young  Moluc- 
cans in  Indonesia.^ 


CONCLUSIONS 

The  atrocities  in  the  Moluccas 
around  the  turn  of  the  Millennium 
caused  intensive  contacts  between  the 
Moluccan  Community  and  the  Dutch 
Government.  The  policy  of  the  Dutch 
Government  'to  kaep  itself  informed 
of  the  developments  within  the  Mo- 
luccan Community'  and  'to  prevent  the 
conflicts  in  the  Moluccas  from  spread- 
ing to  the  Dutch  Moluccan  Community' 
has  been  successful.  The  results  of 
these  contacts  indicated  that  due  to 
a  policy  of  establishing  Moluccan 
organizations^^  after  the  violent  actions 
in  the  1970s,  tensions  within  and  with 
minority  communities  did  not  have  a 
significant  affect  on  policy  choices.  In- 
stitutional arrangements  had  overcome 
the  negative  implications  of  the  tensions 
with  and  v/ithin  the  Moluccan  Com- 
munity.^^ Both  foreign  policy  and  home 
policy  regarding  the  Moluccan  Com- 
munity in  the  Netherlands  went  hand 
in  hand  in  order  to  avoid  violent 
actions  of  Moluccans,  in  particular 
youngsters. 

Since  1975  the  actual  aims  of  Dutch 
policy  towards  the  Moluccan  Community 
have  not  fundamentally  changed.  On 
the  other  hand,  the  Moluccan  Com- 
munity had  profoundly  altered,  due  to 
the  coming  up  of  new  generations, 
who  were  born  and  raised  in  the 
Netherlands,  and  to  the  growing  in- 
sight that  their  future  is  in  the  Nether- 
lands. As  a  result,  the  RMS  turned  out 
to  be  a  less  than  credible  represent- 
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ative  of  the  Moluccan  Community  to 
the  Dutch  Government  contrary  to 
what  it  had  been  in  the  Seventies.  In 
the  Seventies  and  Eighties  it  was  able 
to  exert  influence  on  both  the  Dutch 
Government  and  the  Moluccan  Com- 
munity. The  position  taken  by  the 
RMS  during  the  civil  war  in  the  Mo- 
luccas and  the  reactions  of  the  Mo- 
luccan Community  in  the  Netherlands 
proved  that  it  had  not  only  lost  its 
ideal  of  an  independent  Moluccan 
Republic,  but  almost  also  its  function 
as  a  symbol  for  the  Moluccan  Com- 
munity.^^ Threats  of  violence  did 
find  very  little  support  within  the  Mo- 
luccan Community.  Those  threats  were 
■confined  to  a  small  group  of  mostly 
young  activists  or  a  single  individual. 
The  main  stream  of  young  Moluccans 
is  not  striving  for  an  independent  Mo- 
luccas, but  wants  to  co-operate  with 
the  Dutch  authorities  in  order  to  ease 
the  fate  of  their  Moluccan  relatives 
and  friends  in  Indonesia. 

Miny  Moluccans  in  the  Netherlands 
became  active,  due  to  the  atrocities  in 
the  Moluccas.  They  started  relief  actions 
in  order  to  support  their  families,  ac- 
quaintances and  villages  in  that  region. 
Most  of  those  actions  were  a  reflection 
of  the  fragmentation  in  the  Moluccan 
Community  and  therefore  rather  parti- 
cularistic and  small.  Apart  from  this  there 
is  among  others  aid  provided  by  the 
Foundation  'Help  Ambon  in  Nood'  (Help 
Ambon  in  Distress)  in  which  both  Mo- 
luccai]  Christians  and  Muslims  are  par- 
ticipating. 


The  violent  actions  of  the  Seventies 
have  affected  Dutch  Foreign  Policy 
towards  Indonesia  and,  in  general,  the 
bilateral  relations  with  Indonesia.  The 
effect,  however,  was  not  what  the 
Moluccans  wished  to  achieve,  an  in- 
dependent Moluccas,  but  aroused  the 
awareness  both  in  Indonesia  and  the 
Netherlands  that  the  authorities  had 
responsibilities  with  respect  to  the  feel- 
ings of  the  Moluccan  Community  in 
the  Netherlands.  The  Joint  Committee 
has  done  its  work.  The  Wassenaar  Agree- 
ment of  1974/75  has  been  successful. 
Learning  about  the  actual  situation 
in  the  Moluccas  through  information, 
repatriation  of  a  small  number  of  Mo- 
luccans, and  through  new  means  of 
communication,  Dutch  Moluccans  be- 
came aware  that  there  was  no  future 
for  themselves  in  the  Moluccas,  but 
that  they  could  be  helpful  to  their  re- 
latives, extended  families,  and  villages 
of  origin  by  providing  some  basic  needs. 
Humanitarian  assistance  became  more 
important  than  political  action  for  an 
independent  Moluccas.  Ratio  and 
emotion  regarding  the  situation  in  the 
Moluccas  and  the  future  of  the  Mo- 
luccans both  in  the  Netherlands  and 
Indonesia  were  brought  into  equilibrium. 

The  events  in  the  Seventies  also  in- 
fluenced Dutch  Foreign  Policy  towards 
Indonesia  during  the  first  'years  of 
this  new  Millennium.  Although  the 
Netherlands  have  a  preference  for 
solving  issues  along  multilateral 
channels,  bilateral  contacts  were  actively 
used  in  order  to  convince  the  Indo- 
nesian Government  that  it  should  take 
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proper  action  to  restore  peace  and  se- 
curity in  the  Moluccas.  The  Dutch 
Government  was  very  aware  of  the 
feelings  of  the  Dutch  Moluccan  Com- 
munity and  it  wished  to  avoid  new 
acts  of  violence.  At  first,  the  Dutch 
Government  had  hoped  to  deal  with 
the  atrocities  in  the  Moluccas  by  quiet 
diplomacy.  However,  the  strong  Mo- 
luccan reaction  and  Moluccan  requests 
tp  the  Government  to  act,  forced  it 
to  explain  what  actions  had  been  under- 
taken.Pressure  on  the  Government 
by  Moluccan  leaders  to  push  for 
humanitarian  intervention  were  taken 
over  at  best  half-  heartedly,  due  to  the 
opinion  of  the  Government  that  the 
Moluccan  issue  was  an  internal  In- 
donesian matter  and  knowing  how 
sensitive  the  hidonesian  Aulhorities 
are.  In  fact,  the  Moluccan  Community 
did  not  exert  direct  influence  on  Dutch 
foreign  policy,  but  it  influenced  the 
way  the  Dutch  foreign  policy  was  ex- 
pressed. 

The  policy  of  the  Dutch  Government 
towat^ds  the  Moluccan  Community  has 
had  its  positive  effects.  What  in  the 
Seventies  could  create  a  climate  of 
violence  within  the  Moluccan  Com- 
munity in  the  Netherlands  was  almost 
non-existent  at  the  turn  of  the  Millen- 
nium when  the  atrocities  in  the  Mo- 
luccas began.  After  25  years,  violence 
against  the  Dutch  or  the  Dutch  society 
in  order  to  involve  the  Dutch  authorities 
in  Moluccan  matters  was  not  a  real 
option  anymore.  The  RMS  lost  its  mean- 
ing for  the  vast  majority  of  Moluc- 
cans.  Representatives  of  the  Moluccan 


Community  and  the  Netherlands  Gov- 
ernment cooperated  in  order  to  pre- 
vent the  transfer  of  the  conflict  in  the 
Moluccas  to  the  Netherlands  as  well 
as  steps  that  could  be  taken  by  the 
Netherlands  vis-^-vis  Indonesia  in  order 
to  make  an  end  to  the  atrocities  in  the 
Moluccas.  In  other  words,  the  Dutch 
authorities  as  well  as  the  Moluccan 
Community  in  the  Netherlands  have 
left  the  shadows  of  the  past  behind. 

Although  drawing  a  parallel  be- 
tween two  periods  In  the  Dutch-Moluc- 
can  history  seems  to  be  a  comparison 
between  apples  and  pears.  Both  are, 
however,  fruit  and  located  in  the  same 
bowl.  The  events  in  the  1970s  in  the 
Netherlands  and  in  the  turn  of  the 
Millennium  in  Indonesia  are  clearly 
interlinked.  The  developments  after  19 
January  1999  in  and  between  the 
Moluccan  Community  in  the  Nether- 
lands and  the  Dutch  Government  have 
to  be  seen  in  the  light  of  the  1970s.  The 
traumatic  events  of  the  1970s  forced 
the  Netherlands  Government  to  act 
as  active  as  possible  within  the 
existing  frameworks  of  foreign  policies. 
The  Malino  Agreement,  concluded  on 
12  February  2002,  is  pinning  hopes  that 
the  3-year  old  civil  war  in  the  Moluccas 
will  end,  by  furthering  an  agenda 
of  security  recovery,  law  enforcement, 
and  rehabilitation  of  social  economy.^' 
The  Agreement  was  negotiated  after 
several  years  of,  amongst  others,  foreign 
pressure  on  the  Indonesian  Govern- 
ment. In  this  process,  the  Netherlands 
Government  played  an  active,  but,  due 
to  its  limited  possibilities,  restrained 
both  multilateral  and  bilateral  roles. 
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tions, which  can  then  discipline  free  riding. 
They  do  not  suffer  the  consequences  of  the 
cor)flict.' 
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5,000  people  dead  (T/ie  Jakarta  Post,  12  De- 
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a  civil  war  if  we  take  into  a  definition  of  civil 
war  the  killing  in  fights  between  the  inhabitants 
of  a  region  or  country  of  at  least  1000  people 
in  a  year. 
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a  minority  among  the  Moluccan  Community  in 
the  Netherlands. 

6  Cox,  Robert  W.  and  Harold  K.  Jacobson 
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Making  in  International  Organization  (New 
Haven  and  London:  Yale  University  Press, 
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from  power.  Power  means  capability;  it  is 
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be  material  or  not.  Power  may  be  converted 
into  influence,  but  it  is  not  necessarily  so 
converted  either  at  all  or  to  its  full  extent. 
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in  only  a  few.  An  actor  with  relatively  limited 
resources  but  greater  intensity  of  concern 
may  achieve  greater  Influence  in  a  particular 
area  than  another  who  has  greater  resources 
but  less  immediate  concern.  Intensity  of  in- 
terest may  also  explain  why  some  actors  are 
harder  to  influence  than  others  who  care  less 
about  the  matter  in  question.' 
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rem  erop  (Moluccan  Youth  in  the  Nether- 
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particular  opportunities  or  resources  (however 
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Citizens  must  possess  the  capability  for 
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and  effective  use  of  the,ir  public  freedom, 
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tionalism in  the  Netherlands  1951-194),  Ams- 
terdam: Het  Spinhuis,  1996,  140-143. 

25  Republik  Maluku  Selatan  (22  November  1980). 
Note  of  Protest  to  the  CSCE  in  Madrid.  Marinjo, 
81,  Nr.  1.  In  this  Note  of  Protest  the,  RMS 
indeed  did  not  accuse  the  Netherlands  of 


violating  Moluccan  Human  Rights  as  in  a 
letter  to  the  CSCE  of  the  National  Committee 
South  Moluccan  {Landed jk  Comity  Zuid-Mo- 
lukken).  Quote:  'But  since  the  deportation  of 
a  part  of  the  South  Moluccan  People  to 
the  Netherlands  in  1951,  the  Dutch  Govern- 
ments have,  in  order  to  be  able  to  with- 
draw from  their  obligation  towards  this 
people  in  a  cunning  way,  pursued  a  policy 
aiming  at  genocide  by: 

-  Demolishing  and  dismantling  the  Moluccan 
Advisory  Council  and  other  Moluccan  (wel- 
fare) institutions; 

-  Scattering  the  people,  which  in  fact 
threatens  the  existence  and  the  further  de- 
velopment of  the  culture  and  the  identify 
of  the  South  Moluccan  community; 

-  Financing  and  promoting  so-called  'jour- 
neys of  orientation'  to  the  South  Moluccas 
for  various  groups,  obviously  in  the  hope 
that  this  will  eventually  popularise  repatriation; 

-  Playing  a  Nationality  Law,  which  auto- 
matically incorporates  the  Moluccans  who 
are  born  in  the  Netherlands  into  the  Dutch 
nation; 

-  Using  an  official  Governmental  version 
of  the  South  Moluccan  history,  which  is 
completely  based  on  the  version  of  the  In- 
donesian propaganda  apparatus. 

This  policy  of  assimilation  or  repatriation, 
decentralisation  and  falsification  of  history 
is  in  violation  of  the  Declaration  Of  Human 
Rights  and  the  United  Nations  Charter!' 
(Capitals  in  the  original  document,  R.A.) 

26  An  address  to  the  Fourth  Committee  of  the 
United  Nations  General  Assembly  by  Dr.  J. 
Alvarez  Manusama,  November  1982.  To 
underline  his  suggestion  of  a  revision  of 
the  decolonization  of  Indonesia  Manusama 
referred,  without  mentioning  the  Moluccas 
in  his  address,  to  a  letter  of  Husaini  Hassan, 
chairman  of  the  delegation  of  the  Republic 
of  Aceh,  to  the  Special  Committee  on  the 
Situation  with  regard  to  the  Implementation 
of  the  Declaration  of  the  Granting  of  Inde- 
pendence to  Colonial  Countries  and  Peoples. 

27  Quote:  'Today  Indonesia,  Mr.  President, 
Indonesia  is  behaving  and  conducting  a 
policy  as  Adolf  Hitler  did  about  fifty  years  ago.' 

28  Nieuwsblad  van  het  Noorden,  15  March 
1978:  Member  of  Parliament  van  Leijenhorst 
after  visit:  'RMS  does  not  live  on  in  the  Mo- 
luccas.' 
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29  Commissie  van  Overleg  Zuid-Molukkers 
Nederlanders  (1978),  De  Ronde-tafelconfe- 
rentie.  Een  overzicht  van  de  onderhande- 
lingen  met  betrekking  tot  het  zelfbeschik- 
kingsrecht  der  volkeren,  het  standpunt 
der  Nederlandse  regering  en  de  reactie  van 
de  Tweede  Kamer,  p.  3.  (Commission  of  Con- 
sultation South-Moluccans-Dutchmen  (1978), 
The  Round-table  Conference.  An  overview 
of  the  negotiations  regarding  the  right  on 
self-determination  of  peoples,  the  point  of 
view  of  the  Dutch  Government  and  the  re- 
action of  the  Second  Chamber,  p.  3.) 

30  De  Limburger,  10  April  1980:  'Van  Agt  avoids 
Ambon:  South-Moluccans  are  angry.'  For  the 
Policy  paper  of  the  Government  see  note  16. 

31  Also  in  the  United  States  such  voices  could 
be  heard:  Boston  Mass  Globe,  30  Augustus 
1980.  Quote:  'In  1975  South  Moluccans 
occupied  the  Indonesian  consulate  in  Ams- 
terdam. In  1977  they  "hijacked'  a  school 
where  they  held  more  than  100  children 
hostage  for  days.  Neither  of  these  ploys 
gained  anything.  In  fact,  the  only  strategy 
that  had  any  effect  was  the  1977  train 
hijack  in  which  six  South  Moluccans  died.' 

32  Algemeen  Dagblad,  19  April  1980:  'Unrest 
under  Moluccans  remains.'  Quote:  'Yesterday 
night  Manusama  said  that  Van  Agt  'is 
grossly  mistaken,'  if  he  thinks  that  the  Mo- 
luccan  issue  will  be  solved  through  orient- 
ation visits.  There  were  'orientation  visits, 
excellent,  but  what  is  the  result?  That  thp 
visitors  will  give  up  their  ideals  of  indepen- 
dence? On  the  Contrary,  mr  Mantouw  and 
Kukuwael,  for  example,  don't  think  differently 
about  independence.  The  unrest  continues." 
Manusama  stated.  According  to  the  Moluccan 
lealder  the  Indonesian  Government  has 
serious  problems  in  the  Moluccas,  as  well 
as  in  New  Guinea  (Papua),  Timor  and  Aceh.' 

33  Actually  for  the  Moluccas,  the  first  major 
event  came  between  February  and  April 
1998,  when  the  Moluccan  Muslim  leader 
in  Jakarta,  Deddy  Hamdan,  disappeared 
along  with  other  pro-democracy  activists. 
The  elite  force  of  the  Indonesian  army, 
Kopassus,  was  implicated  in  the  kidnap- 
ping. Moreover,  on  22  November  1998  vio- 
lent clashes  between  Christian  Moluccans 
and  Muslims  took  place  in  Jakarta. 

34  The  social  balance  in  the  Moluccas  was 
disturbed  by  the  transmigration  policy  of 


the  Soeharto  regime.  Transmigrants  of  other 
islands  came  to  the  Moluccas,  many  of 
them  from  Sulawesi.  As  a  consequence  the 
Christians  Moluccans  became  a  minority 
in  that  region.  Moreover  in  the  administration 
the  better-educated  Christian  Moluccas,  a 
heritage  of  Dutch  colonialism,  were  re- 
placed by  Muslims.  Although  the  Moluccans 
did  not  consider  religion  as  a  problem  -the 
local  adat  system  (Pela)  included  many 
Muslim  and  Christian  ralationships  and  co- 
operation- the  disturbance  of  the  social  equi- 
librium the  religious  factor  in  the  conflict 
grew. 

35  On  the  one  hand,  the  adversaries  of  the  then 
president  Abdurahman  Wahid  used  the  con- 
flict to  undermine  his  authority,  on  the 
other  hand  the  policy  of  the  president  was 
muddled  due  to  his  inconsistent  behaviour. 
Still  the  situation  in  the  Moluccas  is  very 
tense  and  it  presents  the  opportunity  to 
weaken  the  position  of  president  Megawati. 
See  for  an  assessment  of  the  Wahid  Govern- 
ment vis-k-vis  the  Moluccas  the  report  of 
the  International  Crisis  Group  (19  December 
2000),  Indonesia:  overcoming  Murder  and 
Chaos  in  Maluku.  ICG  Asia  Report  No.  10. 
Jakarta/Brussels.  Quotation:  'Meanwhile  the 
weak  elected  government  of  President 
Abdurrahman  Wahid  remains  incapable  of 
asserting  its  authority  in  the  Maluku  region.' 
(p.  23) 

36  Ministry  of  Foreign  Affairs  (November  2000), 
Rapport  EU-missie  Mplukkeii  (Report  of  the 
EU-mission  to  the  Moluccas).  Message  to  the 
President  of  the  Second  Chamber. 

37  Bulletin  EU  10-2000  Common  Foreign  and 
Security  Policy  (17/26) 

38  Ministry  of  Foreign  Affairs  (15  March  2001), 
Verslag  tvyeede  missie  naar  de  Molukken 
(Report  of  the  Second  Mission  to  the  Mo- 
luccas). Message  to  the  President  of  the  Second 
Chamber. 

39  A  mission  to  study  the  situation  in  conflict 
areas  in  Indonesia  is  organised  in  order  to 
make  an  assessment  of  current  and  potential 
conflict  situations,  to  review  existing  policies 
and  measures  to  prevent  conflicts,  to  pro- 
pose medium-term  objectives  and  to  assess 
how  these  objectives  might  be  integrated 
into  the  development  priorities.  Members 
of  the  mission  will  visit  Indonesia  in  January 
and  February  2002  under  the  responsibility 
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of  the  European  Commission.  The  mission 
will  also  visit  the  Moluccas  as  well  as 
Aceh  and  Papua.  The  team  of  the  mission 
shall  also  propose  immediate  short-term 
measures  that  can  be  supported  under  the 
European  Community's  Rapid  Reaction 
Mechanism.  See:  Terms  of  reference  for 
the  deployment  of  a  rapid  assessment  team 
in  Indonesia,  mimeograph. 

40  Up  to  28  June  2000  the  Dutch  emergency 
aid  through  several  programs  of  various  or- 
ganizations has  amounted  to  about  11  million 
Dutch  guilders.  In:  Ministry  of  Foreign  Affairs 
(28  June  2000),  Noodbulp  Molukken  (Emer- 
gency Aid  Moluccas).  Message  to  the  Speaker 
of  the  Second  Chamber.  Main  argument  for 
choosing  the  United  Nations  Organization 
UNDP  was  the  role  of  co-ordinator  of  the 
UNDP  in  channelling  aid  by  WFP,  UNICEF, 
UNCHR,  Action  contre  la  Faim,  Artsen 
zonder  Grenzen  Belgifi  (Doctors  Without 
Borders  Belgium),  and  TIRUS,  a  platform  of 
locally  based  NGO's.  The  Dutch  Govern- 
ment considered  the  UNDP  and  oiher 
UN  organizations  and  NGO's  also  important 
'eyes'  which  could  monitor  the  situation 
in  the  Moluccas,  as  long  as  international 
observers  were  not  accepted  by  the  Indo- 
nesian authorities.  An  overview  of  human- 
itarian aid  to  the  Moluccas  1999  up  to  2001 
inclusive  can  be  obtained  from  the  Ministry 
of  Foreign  Affairs,  Ceografisch  overzicht 
Humanitaire  Hulp  op  de  Molukken  (Geo- 
graphical overview  Humanitarian  Aid  in  the 
Moluccas),  mimeograjih. 

41  The  inactivity  of  the  Dutch  chairmanship  of 
the  Security  Council  with  respect  to  the 
Moluccan  issue  was  mainly  caused  by  the 
general  Dutch  attitude,  seconded  by  the 
members  of  the  Council,  that  the  conflict 
was  an  internal  Indonesian  matter.  Although 
the  Second  Chamber  also  urged  the  Minister 
of  Foreign  Affairs  to  put  the  Moluccan  issue 
on  the  agenda  of  the  Security  Council,  he 
refused  to  do  so,  because  this  would  harm 
the  fragile  position  of  the  Indonesian  Gov- 
ernment due  to  a  lack  of  confidence  in 
President  Wahid.  See:  NRC  Handelsblad, 
29  June  2000. 

42  Ministry  of  Foreign  Affairs  (24  August  2000), 
Werkzaamheden  Veiligheidsraad/Juli  2000 
(Activities  of  the  Security  Council/July 
2000).  Message  to  the  Speaker  of  the  Second 
Chamber. 


43  As  was  the  case  with  the  conflict  In  the 
Seventies  the  Timor  issue  was  again  high 
on  the  agenda,  due  to  the  Indonesian  actions 
in  East-Timor  and  the  referendum  about 
the  independence. 

44  Ministry  of  Foreign  Affairs  (27  June  2000), 
Situatie  op  de  Molukken  (Situation  in  the 
Moluccas).  Message  to  the  President  of  the 
Second  Chamber.  Answer  of  the  Minister  of 
Foreign  Affairs  with  reference  to  a  letter  of 
the  Speaker  of  the  Second  Chamber,  20  June 
2000,  Nr.  200044,  together  with  a  request 
of  the  MP  Koenders  (Labour  Party)  about  the 
situation  in  the  Moluccas.  See  also.  Ministry 
of  Foreign  Affairs  (December  20001),  Uw 
verzoek  BUZA  2001/99  m.b.t.  recenle  ont- 
wikkelingen  in  Indonesie  (Your  request  BUZA 
2001/99  regarding  recent  developments 
in  Indonesia).  Message  to  the  Chairman  of 
the  Permanent  Commission  for  Foreign  Affairs 
of  the  Second  Chamber.  Nr.  DAO-1 193-01. 

45  The  Minister  of  Foreign  Affairs  also  received 
regularly  questions  of  members  of  the 
Second  Chamber  of  the  House  of  Parliament 
about  the  situation  in  the  Moluccas  and  the 
contacts  with  the  Indonesian  Authorities.  In 
particular  the  MPs  Bert  Koenders  and  Usman 
Santi,  both  of  the  Labour  Party  (the  biggest  govern- 
mental party),  the  latter  also  member 
of  the  Moluccan  Community,  were  very 
active  in  asking  questions  of  the  minister. 
See  among  others:  Written  Questions  re- 
garding the  Moluccas  of  the  Members 
Koenders  and  Santi,  submitted  the  17th  of 
December  2001,,  Nr.  2010203660. 

46  The  letter  of  the  Minister  of  Foreign  Affairs 
Jozias  van  Aartsen  to  his  Indonesian  col- 
league Aiwi  Shihab  was  dated  30  December 
1999. 

47  Such  intervention  was  perceived  as  an  un- 
dermining of  the  authority  of  President  Wa- 
hid, which  was  not  in  the  interest  of  Indo- 
nesia and  the  International  Community.  Inter- 
vention by  member  states  of  ASEAN  also 
encountered  rejection  among  the  ASEAN 
countries,  of  some  of  which  are  dealing 
with  comparable  problems. 

48  This  workshop  was  the  start  of  a  series  of 
workshops  followed  by  a  special  course  for 
military  people  in  the  Hague  at  the  Cling- 
endael  Institute,  February  2002. 

49  From  21-22  February  2001  Christian  and 
Muslim  representatives  from  the  Moluccas 
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met  with  Christian  and  Muslim  representatives 
of  the  Moluccan  Community  in  the  Nether- 
lands at  the  Clingendaei  Institute  in  the  Hague 
in  co-operation  with  the  Management  Team 
Dialogue  of  the  Moluccan  Churches:  Seminar: 
De  Molukken.  Hoe  kunnen  vrede  en  samen- 
werking  bereikt  wordenP/Seminar:  Maluku. 
Bagaimana  mewujudkan  damai  dan  kerja 
sama?  (Seminar:  the  Moluccas.  How  to  achieve 
Peace  and  Co-operatioa?) 

50  A  good  and  comprehensive  overview  of 
the  interactions  iaetween  the  acts  of  violence 
in  the  Moluccas  and  the  acts  of  the  Dutch 
Government  can  be  found  in:  Bosch,  Tanja 
van  den,  Ikut  Campur.  Een  onderzoek  naar 
de  mate  van  be'fnvloeding  door  de  Molukse 
gemeenschap  in  Nederland  op  het  beleid 
van  de  Nederlandse  overheid,  de  EU  en  de 
VN  ten  aanzien  van  de  oorlog  op  de  Mo- 
lukken. MA  Thesis,  University  of  Twente,  2001 
{Ikut  Campur.  A  study  into  the  amount  of 
influence  Iby  the  Moluccan  Community  on 
the  policy  of' the  Dutch  Government,  the  EU 
and  UN  with  respect  to  the  war  in  the  Mo- 
luccas.) A  second  informative  MA  Thesis 
dealing  with  the  issue,  in  particular  with 
respect  to  the  influence  of  the  media  is: 
Chiu,  W.J.  (2000),"De  Pen,  bet  Publiek,  en 
de  Politiek.'  een  onderzoek  naar  de  relatie 
tussen  de  berichtgeving  in  de  media,  de 
publieke  opinie  en  de  Nederlandse  inter- 
ventiepolitiek  inzake  bet  geweld  in  de  Mo- 
lukken in  1999.  University  of  Twente.  ('The 
Pen,  the  Audience,  and  the  Politics,'  a  survey 
of  the  relationship  between  reporting  news 
by  the  media,  public  opinion  and  Dutch  in- 
tervention policy  on  the  subject  of  the 
violence  in  the  Moluccas  in  1999.)  See  also: 
Fridus  Steijien,  'Politieke  invloed  en  Molukse 
netwerken'  (Political  influence  and  Moluccan  net- 
works). In,  ThijI  Sunier,  et  al.,  eds.,  fman- 
c/f(at/e  en  subcultuur.  Sociale  faeweg/ngen 
in  Belgie  en  Nederland  (Emancipation  and 
subculture.  Social  movements  in  Belgium 
and  the  Netherlands).  (Amsterdam:  Instituut 
voor  Publieke  en  Politiek,  2000),  122-137. 

51  For  an  extensive  list  of  activities  regarding 
the  Moluccan  Community  in  light  of  the  con- 
flict in  the  Moluccas  of  both  ministries  from 
December  1998  through  June  2001  see: 
www.ministen/anboxtel.nl/sites/ministervanboxtel/ 
contents/i000409/overzicht_activ_molukken_10- 
OO.pdf  and  Ikut  Camput,  opus  cit. 

52  Ministry  of  Foreign  Affairs  (June  2000),  "In- 
donesie  Notitie"  (Indonesian  Paper).  In:  Ministry 


of  Foreign  Affairs  (28  June  2000),  Noodhulp 
Molukken  (Emergency  Aid  Moluccas).  Message 
to  the  President  of  the  Second  Chamber. 

53  Ibid. 

54  The  Dutch  fear  of  transfer  of  the  Moluccan 
conflict  to  the  Moluccan  Community  in 
the  Netherlands  was  understandable,  al- 
though the  situation  in  the  Moluccas  had 
changed  dramatically  under  Indonesian  rule 
as  well  as  in  the  Netherlands.  However,  in 
the  Netherlands,  too,  the  Moluccans  were 
rather  heterogeneous  and  an  internally  di- 
vided community.  The  mernbers^f  the  Mo- 
luccan Community  come  frpm'  different  parts 
of  the  Moluccas;  th^yj  have  different  re- 
ligious backgrounds  aqpl  their  culture  can 
be  characterised  by  a  strong  particularism,  in 
addition  to  the  various  relationships  between 
relatives,  families  and  kinship,  the  village 
and  the  island,  as  well  as  the  so-called 
'Pela-relationships'.  See  among  others:  J.E. 
Ellemers,  1978,  Minderbeden  en  beleid  in 
Nederland:  Molukkers  en  enkele  andere  ca- 
tegorie&n  allocbtonen  in  vergelijkend  per- 
spectief  (Minorities  and  policy  in  the  Nether- 
lands: Moluccans  and  some  other  categories 
of  migrant  groups  in  a  comparative  per- 
spective). In  Transaktie  7,  no.  1:  20-40. 

55  i.e.  Repatriation  of  first  generation  Moluc- 
cans, financing  smc«ll  utility  projects  in  the 
villages  of  the  repatriates  and  facilitating 
exchange  between  the  Moluccan  communities. 

56  NRC  Handelsblad,  Kok  achter  Molukkers 
(Kok  backing  the  Moluccans),  10  June  2000. 

57  Paul  Patty,  the  spokesman  of  the  Free  Mo- 
luccan Youth,  made  these  statements.  See: 
NRC  Handelsblad,  8  September  2000.  The 
affair  blew  over  with  a  conviction  of  80 
hours  work  penalty.  See:  ANP,  5  May  2001. 

58  The  spokesman  for  both  organizations  was 
the  Moluccan  Leo  Reawaruw.  The  Home 
Security  Police  (BVD)  wrote  in  its  Annual 
Report  2000  (page  27):  'Mid-September  he 
called  into  existence  the  action  group  People 
Against  Genocide  (PAG),  of  which  he  acted 
as  spokesman,  but  in  fact  he  was  the  only 
member.  (...)  At  the  beginning  of  December 
this  Moluccan  told  reporters  that  a  new 
radical  splinter  group,  called  Maluku  War- 
child,  had  separated  itself  from  PAG.'  The 
publicity  around  Maluku  Warchild,  however, 
caused  societal  and  political  commotion. 
Ironically  the  Dutch  Telecom  (KPN)  launched 
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a  campaign  'KPN  Telecom.  Supporter  of 
all  soccer  players'  with  a  group  portrait  of 
amateur  soccer  players.  One  of  them  in  the 
picture  was  Reawaruw,  who  played  with  the 
veterans  of  an  amateur  soccer  club.  The  KPN 
removed  all  the  posters  after  the  name  of 
Reawaruw  was  revealed  as  a  political  activist. 

59  DeVo/fcsfcrant,  2  August  2001. 

60  Het  Parool,  18  September  2000. 

61  Present  were  the  Prime  Minister,  the  Min- 
ister of  Foreign  Affairs  and  the  Minister  for 
Big  Cities  and  Integration  Policy.  This  talk 
with  Moluccan  organizations  was  the  se- 
cond one.  The  first  talk  took  place  in  Sep- 
tember 1999. 

62  NRC  Handelsblad,  1 7  October  2000. 

63  Trouw,  2  February  2001 . 

64  The  program  is  still  under  construction 
with  the  assistance  of  the  Moluccan,  His- 
torical Museum  and  the  Clingendael  Institute. 

65  It  can  be  ascertained  that  'the  better  im- 
migrant organizations  are  officially  recognised 
and  addressed  upon  their  bridge-function, 
the  more  is  the  chance  that  they  will  function 
as  binding  agents  in  the  integration  process.' 
In:  Rinus  Pennix  and  Marlou  Schrover, 
Bastion  of  bindmiddel?  Organisaties  van 
immigranten  in  historisch  perspectief  (Bastion 
or  binding  agent?  Organizations  of  immigrants 
in  a  historical  perspective).  (Amsterdam:  In- 
stitute for  Migrant  and  Ethnic  Studies  (IMES), 
2001),  57.  The  Dutch  Government  established 
among  others  in  1976  the  Inspraakorgaan 
Welzijn  Molukkers  (Participation  Organ 
Welfare  Moluccans)  succeeded  by  the  Lan- 
delijk  Overlegorgaan  Welzijn  Molukkers 
(National  Organ  Welfare  Moluccans;  LOWM). 
In  1986  when  the  Badan  Persatuan  con- 
cluded a  Gezamenlijke  Verklaring  (Joint  De- 
claration) with  the  Dutch  Government  which 
included  the  establishment  of  the  Moluccan 
Historical  Museum  and  the  National  Support- 


center  for  Moluccan  Education  (LSEM). 
The  Government  also  endowed  the  Mo- 
luccan Churches,  so  they  could  build  a 
Moluccan  Church  Center  in  Houten  near  the 
city  of  Utrecht. 

66  See  for  more  general  remarks  about  in- 
stitutions in  highly  developed  countries: 
Easterly,  William  (2001),  Can  Institutions 
Resolve  Ethnic  Conflict?  New  York,  Mimeo, 
World  Bank,  p.  12. 

67  The  valuation  of  the  influence  of  the  RMS 
on  the  Moluccan  Community  and  on  the 
civil  war  in  the  Moluccas  is  rather  sceptical. 
The  visit  of  the  Moluccan  delegation  to 
the  then  president  Wahid,  which  also  in- 
cluded the  participation  of  the  RMS,  did  not 
have  a  demonstrable  effect.  Also  the  re-de- 
claration of  the  kMS  in  the  Moluccas  by 
the  Front  Kedaulatan  Maluku  (a  Dutch-Mo- 
luccan  co-operation)  did  not  gain  much 
sympathy  both  in  the  Netherlands  and  in 
the  Moluccas.  See,  for  example,  Fridus 
Steijien,  Kerusuf)an.  Het  misverstand  over  de 
Molukse  onrust  (Kerusuhan.  The  misunder- 
standing of  the  Moluccan  unrest).  (Utrecht: 
Forum,  2001),  31-34.  Steijien  is  of  the  opinion 
that  the  FMK-meetings  could  become  'a 
potential  catalyst  for  political  action,  because 
the  organization  uses  an  ideological  rhetoric 
that  many  will  recognize.'  However,  after 
a  brief  uproar  the  whole  action  turned  out 
to  be  in  vein. 

68  Tanja  van  den  Bosch,  Ikut  Campur.  Een 
onderzoek  naar  de  mate  van  be'invloeding 
door  de  Molukse  gemeenschap  in  Nederland 
op  het  beleid  van  de  Nederlandse  overheid, 
de  EU  en  de  VN  ten  aanzien  van  de  oorlog 
op  de  Molukken.  MA  Thesis,  University  of 
Twente,  2001  (Ikut  Campur.  A  study  into 
the  amount  of  influence  by  the  Moluccan 
Community  in  the  policy  of  the  Dutch  Gov- 
ernment, the  EU  and  UN  with  respect  to 
the  war  in  the  Moluccas.),  p.  93. 

69  Kompas,  1 3  February  2002. 


The  Indonesian  Crisis 
from  ^Krismon^  to  ^KristaV 

Perceptions  of  Social  and  Cultural 
Impact  in  Jakarta  and  Semarang 

Yasmin  Sungkar 


BACKGROUND 

THROUGHOUT  the  1980s  and  much 
of  the  1990s,  Indonesia  enjoyed, 
high  rates  of  economic  growth,  a 
reduction  in  poverty  and  improvements  in 
the  health  and  education  of  the  popul- 
ation. Expectations  that  this  rapid  growth 
would  continue  vanished  in  mid-1997 
when  the  currency  crisis  began  to  sweep 
Southeast  Asia.  The  immensity  and  unan- 
ticipated nature  of  the  crisis  are  parti- 
cularly remarkable  when  contrasted  with 
the  country's  recent  economic  success.  In 
July  1997,  following  the  decline  of  Thai 
Baht,  the  Indonesian  Rupiah  fell  dramatic- 
ally. As  the  rupiah  slid,  enormous  private 
sector  debts  emerged  and  the  banking 
sector  was  paralyzed  by  a  high  level  of 
bad  debt.  Because  Indonesian  companies 
had  borrowed  heavily  in  dollars  to  bene- 
fit from  lower  interest  rates,^  the  rupiah's 


Indonesian  businesses  have  long  conn- 
plained  that  domestic  interest  rates  are  the 
highest  in  ASEAN,  leading  corporate  borrowers 
to  the  international  markets. 


dramatic  drop  steeply  increased  the  cost 
of  repaying  Indonesia's  huge  commercial 
and  government  debts.  The  rupiah  has 
been  subject  to  large  swings,  prices  of 
some  goods  have  risen  extensively,  and 
billions  of  dollars  have  been  loaned  by 
international  lending  organizations.  The 
Indonesian  economy  has  undergone  tre- 
mendous change  since  then. 

The  crisis  also  sharply  increased  the 
prices  of  imported  raw  materials  and  basic 
foods.  The  ability  of  many  exporters  to 
borrow  US  dollars,  v.'hich  they  needed  to 
pay  for  imported  raw  materials,  shrunk 
along  with  the  value  of  the  rupiah.  Local 
banks  became  reluctant  to  lend  because  they 
did  not  want  to  risk  another  currency  plunge 
or  a  borrower  going  bankrupt  between  the 
time  an  exporter  bought  raw  materials  and 
got  paid  for  finished  goods.  Domestic  banks 
were  in  any  case  weighed  down  by  burden 
of  bad  loans.  Not  surprisingly,  numerous 
banks  were  seriously  undercapitalized,  and 
some  even  insolvent.  In  early  November 
1997,  the  central  bank  closed  16  banks 
that  were  completely  insolvent  or  in 
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particularly  serious  jeopardy.  The  rationale 
was  to  demonstrate  the  government's  deter- 
mination to  deal  decisively  with  finan- 
cially troubled  banks,  instead,  the  action 
led  to  a  loss  of  confidence  in  the  rest  of  the 
banking  system.  With  each  plunge  of  the 
rupiah,  the  price  of  chicken  rose  due  to  the 
higher  cost  of  imported  feea.  Noodles 
made  with  imported  flour  cost  more. 
Public  insecurities  mounted,  sparking  the 
political  fires  later  to  engulf  Soeharto. 

The  Indonesian  monetary  crisis  or 
'krismon'  {krisis  moneter),  which  later  be- 
came a  political  and  social  crisis  or  'kristal' 
{Krisis  politik  dan  sosial)  as  well,  had  seen 
the  growth  rate  drop  from  8%  —the  aver- 
age annual  growth  rate  from  1970  to 
1996—  into  -(minus)147o  in  1998.  The 
government's  fiscal  position  deteriorated 
as  well.  By  mid-1998  Jakarta  was  running 
a  budget  deficit  of  8.5%,  largely  to  fund 
social  sector  safety  nets  in  the  form  of 
subsidies.  The  budget's  priorities  made 
clear  that  the  government's  concern  for 
ensuring  social  stability  often  overrode 
desires  to  conform  to  an  IMF  blueprint. 
In  addition  to  the  currency  crisis,  the 
nation  experienced  its  worst  drought  in 
50  ydars,  causing  famine.  To  restrain 
potential  social  unrest,  the  nation's  pe- 
troleum subsidy  was  increased.  Total 
subsidies  to  Indonesia's  regions  increased 
by  7%  to  Rp  12  trillion,  while  total  de- 
velopment expenditures  increased  by  6% 
to  Rp  41  trillion.'* 


^The  Jakarta  Post,  2  November  1997. 
^The  New  York  T/mes,  9  January  1998. 
^Tbe  Wall  Street  Journal,  8  January  1 998. 


The  debate  over  the  crisis  centered  on 
the  link  between  currency  depreciation 
and  economic  fundamentals.  One  view 
suggested  that  Indonesia's  economic  funda- 
mentals were  as  sound  as  they  had  ever 
been,  and  were  more  sound  than  those  in 
Thailand.  Thus  the  large  depreciation  must 
have  been  caused  by  other  factors,  such  as 
hedge  funds. ^  Clearly,  dynamics  in  global 
capital  markets  had  precipitated  the  crisis 
but  why  was  the  impact  on  Indonesia  so 
devastating?  Others  argued  that  the 
large  depreciation  was  evidence  that  In- 
donesia's economic  fundamentals  were 
much  less  sound  than  was  generally  be- 
lieved, and  that  the  public  had  not  been 
sufficiently  informed  of  the  real  state  of 
the  economy.  In  January  1998,  the  Indo- 
nesian rupiah  dropped  more  than  70% 
against  the  US  dollar.  Set  against  the 
widely  acknowledged  strength  of  the 
nation's  economy,  such  disparity  intuitively 
signaled  a  monetary  problem.^ 

In  his  State  Address  delivered  to  the 
Parliament  on  16  August  1997,  President 
Soeharto  said,  "We  live  in  a  world  that 
is  changing  fast,  a  world  that  seems  to 
be  moving  toward  a  great  economic  union. 
Very  often  events  in  one  country  or 
region,  immediately  influence  other  coun- 
tries or  regions.  The  World  Community  is 
entering  a  new  era,  an  era  characterized  by 
an  open  world  economy  and  trade". 
Many  in  Indonesia's  crisis-management 


^Hadi  Soesastro  and  M.C.  Basri,  'Survey 
of  Recent  Development,'  Bulletin  of  Indonesian 
Economic  Studies  34,  no.  1  (1998):  5. 

^T/ie  Wall  Street  Journal.  9  January  1 998. 

^The  Jakarta  Post,  4  November  1997. 
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team  formed  in  August  1998  believed 
that  the  smooth  operation  of  the  Indo- 
nesian economy  previous  to  the  current 
crisis  had  allowed  Soeharto  to  put  off 
dismantling  monopolies  as  well  as  carrying 
out  other  reforms  that  were  essential  to 
restoring  confidence. °  They  saw  domestic 
causes  for  Indonesia's  crisis  rather  than 
just  a  macroeconomic  contagion  brought 
on  by  regional  events.^  The  fact  that  the 
currency  crisis  in  Indonesia  began  in 
the  wake  of  problems  affecting  other  coun- 
tries in  the  region  should  not  in  their 
view  be  an  excuse.  Its  origins  are  both 
domestic  and  external.  On  the  one  hand, 
orthodox  economists  saw  domestic  origins 
lying  in  policy  mistakes.  Soesastro  and 
Basri  pointed  out  three  domestic  factors 
that  contributed  to  the  current  crisis. 
First,  government H^ailure  to  dampen  over- 
heating pressures.  Second,  maintenance  of 
pegged  exchange  rates  or  predictable  rates 
of  depreciation  (as  in  the  case  of  Indone- 
sia), which  encouraged  inadequatejy 
hedged  external  borrov.'ing  by  both  the 
financial  and  the  corporate  sectors.  And 
third,  weak  prudential  regulations  and 
financial  oversight  that  led  to  a  sharp  de- 
terioration in  the  quality  of  bank  loan  port- 
folios.'°  On  the  other  hand,  Robison  and 


^he  team  is  an  Impressive  line-up  of  old  policy- 
makers with  a  distinctly  reformist  economic  bent: 
Finance  Minister  Mar'le  Muhammad,  Bank  Indo- 
nesia Governor  Sudradjad  Djiwandono,  State 
Secretary  Moerdiono,  presidencial  advisers  Wi- 
djiodjo  Nitisastro,  Ali  Wardhana,  and  Saleh  Afiff. 

q 

Far  Easterr)  Econorriic  Review,  4  September 
1997,  62. 

^°Hadi  Soesastro  and  M.C.  Basri,  'Survey 
of  Recent  Development,'  Bullelin  of  Indonesian 
Economic  Studies  34,  no.  1  (1998):  6. 


Rosser  argue  that  the  origin  of  the  crisis  was 
related  to  important  shifts  in  political  and 
social  power  during  the  1980s,  realignments 
that  involved  the  emergence  of  powerful 
coalitions  of  private  business  interests, 
bureaucrats  and  politicians.^^  The  crisis 
therefore  shattered  the  political  and 
economic  relationships  that  had  cemented 
Indonesia's  economic  regimes,  opening 
the  way  for  reform. 

In  addition,  political  uncertainties, 
lack  of  transparency,  and  loss  of  confidence 
in  successive  governments  have  all  heigh- 
tened the  crisis.  Paul  Krugman  argues  that 
the  currency  crisis  is  a  symptom  rather 
than  the  cause  of  a  wider  financial  crisis, 
caused  by  excesses  in  financial  intermedi- 
ation and  the  associated  'moral  hazard'  of 
a  poorly  regulated  financial  system.  The 
problem  is  off  the  government's  balance 
•^heet  and  is  mainly  in  the  private  sector. 
Jeffrey  Sachs  has  made  the  same  point. 
Weak  prudential  regulations  and  govern- 
ment interventions  in  the  allocation  of  bank 
credits,  through  government  guarantees  or 
other  means,  have  helped  establish  wide- 
spread  bad  banking  practices. 

Given  the  extent  of  the  decline  in  real 
GDP  in  1998,  the  debate  about  the  impact 
of  the  country's  crisis  was,  and  continues 
to  be,  very  intense  in  Indonesia.  The  gov- 
ernment was  under  immense  pressure  to 


Richard  Robison  and  Andrew  Rosser,  'Con- 
testing Reform:  Indonesia's  New  Order  and  the 
IMF,'  World  Development  26,  no.  8  (1998):  1595. 

The  International  Herald  Tribune,  6  Novem- 
ber 1997. 
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take  action  to  alleviate  various  emerging 
problems  when  the  effects  of  both  the 
financial  crisis  and  the  severe  drought 
were  becoming  apparent.  Action  was 
necessary  even  if  there  was  no  imposing 
evidence  that  the  target  beneficiaries 
were  those  most  severely  affected  by 
the  crisis.  With  the  assistance  of  the  World 
Bank  and  AusAID,  a  Social  Monitoring 
and  Early  Response  Unit  (SMERU)  was 
established  in  late  1998  to  coordinate  work 
on  the  effects  of  the  crisis  and  to  exa- 
mine the  effectiveness  of  government  inter- 
vention programs. 

Several  studies  have  examined  the  so- 
cial impact  of  the  crisis.  World  Bank 
officials  were  quoted  as  stating  that  the 
middle  classes  in  urban  areas  had  taken 
the  most  severe  blow  of  the  crisis,  and 
that  young,  relatively  well-educated 
workers  had  suffered  far  greater  income 
declines  than  the  least  educated  and  poorest 
workers  in  rural  areas.  The  report  acknow- 
ledged that  many  people  who  had  lost 
relatively  well-paid  jobs  in  the  formal 
sector  had  been  pushed  into  less  stable 
and  less  profitable  work  in  the  informal 
sector.  The  Rand  study  found  that  the 
percentage  of  people  in  poverty  had 
risen  Vrom  around  11%  in  1997  to  be- 
tween 14%  and  20%  in  1998.''^  The  Na- 
tionwide Kecamatan  Survey  —the  most 
comprehensive  survey  in  terms  of  geo- 


Anne  Booth,  'The  Impact  of  the  Indonesian 
Crisis  on  Welfare:  What  Do  We  Know  Two  Years 
On?',  in  Indonesia  in  Transition:  Social  Aspects 
of  Reformasi  and  Crisis,  edited  by  Chris  Manning 
and  Peter  van  Diermen  (Singapore:  ISEAS,  2000). 
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graphy—  contributed  three  main  findings. 
First,  urban  areas  have  been  harder  hit 
by  the  crisis  than  rural  areas.  Second,  the 
impact  of  the  crisis  is  heterogeneous, 
with  some  regions  experiencing  great 
difficulties  and  others  doing  relatively 
well.  Third,  there  is  little  connection  be- 
tween initial  poverty  levels  and  the 
extent  to  which  an  area  has  been  hit 
by  the  crisis,  with  some  relatively  poor 
areas  have  not  been  hard  hit  while  some 
relatively  well  off  areas  have  been  quite 
hard  hit.''^ 

The  study  examined  the  immediate 
effects  of  the  Indonesian  crisis  on  labor 
market  outcomes  using  two  rounds  of 
Indonesia  Family  Life  Survey  (IFLS)  —a 
longitudinal  survey  collected  in  1997  and 
1998—  rejected  the  prediction  that  the 
Indonesian  crisis  would  be  accompanied 
by  massive  unemployment,  it  concluded 
that  the  drama  of  the  crisis  is  not  re- 
flected in  unemployment  but  rather  in  the 
devastation  it  has  had  on  earnings.  On 
average,  real  hourly  earnings  declined  by 
over  40%  between  1997  and  1998.^^  The 
study  analyzed  price  changes  and  the 
poor  found  that  prices  varied  substantially 
across  the  disparate  regions  of  Indonesia. 
Prices  also  varied  across  the  type  of  goods 
considered.  On  top  of  this  variation,  con- 


Sudarno  Sumarto,  Anna  Wetterbferg,  and 
Lant  Pritchett,  The  Social  Impact  of  the  Crisis  in 
Indonesia:  Results  from  a  Nationwide  Kecamatan 
Survey. 

^^Thomas  Duncan,  Kathleen  Beegle,  and 
Elizabeth  Frankenberg,  Labor  Market  Transition 
of  Men  and  Women  During  an  Economic  Crisis: 
Evidence  from  Indonesia,  August  2000. 
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sumption  patterns  varied  both  regionally 
as  well  as  by  income  class.  Of  all  house- 
holds, the  urban  poor  appeared  the  most 
adversely  impacted  by  the  crisis.  Their  cost- 
of-living  tended  to  rise  the  most  and, 
being  poor,  these  households  are  presumably 

among  the  least  able  to  absorb  these  in- 
16 

creases. 

This  paper  presents  part  of  survey 
results  investigating  the  impact  of  the 
economic  and  financial  crisis  on  the  so- 
ciety and  cultures  in  Southeast  Asia.  The 
survey  is  sponsored  by  the  Korean 
National  Commission  for  UNESCO  and 
The  Korea  Research  Foundation  and  or- 
ganized by  the  Korean  Association  of 
Southeast  Asian  Studies  and  the  Institute 
for  East  Asian  Studies,  Sogang  University. 
The  purpose  of  this  survey  is  to  under- 
stand how  and  td  what  extent  people  are 
affected  by  economic  problems.  The  survey 
was  designed  to  capture  a  detailed  picture 
of  people's  perceptions  of  various  issues, 
including:  the  economic  condition  of  their 
personal  life  and  their  nation  in  general; 
their  government's  policy  in  handling 
the  economic  crisis;  the  recovery  process; 
and  the  effect  of  the  crisis  on  their  own 
employment,  households,  education  and 
relatiqnships  among  family,  friends,  and 
neighbors.  In  addition,  the  survey  also 
tried  to  capture  the  social  and  cultural 
attitudes  and  to  measure  confidence  levels 
in  various  institutions. 


James  Levinsohn,  Steven  Berry,  an^d  Jed 
Friedman,  Impacts  of  the  Indonesian  Economic 
Crisis:  Price  Changes  and  the  Poor,  1999. 


SURVEY  METHODOLOGY 

The  Indonesian  survey  was  not  de- 
signed to  be  nationally  representative. 
Rather,  it  was  focused  disproportionately 
on  two  cities  —  Jakarta  and  Semarang. 
Hence,  it  is  not  appropriate  to  generalize 
the  specific  results  generated  here  to  the 
country  at  large  without  qualification. 
Nonetheless,  recognizing  this  limitation, 
there  is  no  immediate  evidence  to  suggest 
that  these  results  are  anomalous,  or  that 
results  would  radically  differ  in  other  re- 
gions of  Indonesia. 

The  survey  comprised  purposive  samples 
from  both  cities.  Five  areas  in  Jakarta  were 
selected  and  50  respondents  were  randomly 
chosen  in  each  area.  These  are:  two  middle 
class  areas  (Tebet  in  South  Jakarta  and  Pal- 
merah  in  West  Jakarta);  two  working  class 
areas  (Koja  in  North  Jakarta  and  Cakung 
in  East  Jakarta);  and  one  poor  district 
(Kampung  Melayu/Bukit  Duri  on  the  border 
of  Central  and  East  Jakarta).  While  the 
survey  conducted  in  Semarang  does  not 
exactly  mirror  the  Jakarta  pattern,  it  con- 
tains the  same  number  of  respondents. 
Some  other  respondents  were  also  randomly 
chosen.  Those  were:  50  middle  class  re- 
spondents (in  Gajah  Mungkur  and  Wono- 
tingal);  50  working  class  respondents 
(in  Mangunharjo  and  Tinjomoyo);  50  re- 
spondents in  poor  areas  (Bandarharjo  and 
Sadeng);  and  100  respondents  from  two 
rural  areas  (Mranggen  and  Pringapus).  In 
total,  the  survey  covered  13  locations  (five 
locations  in  Jakarta  and  eight  locations  in 
Semarang)  involving  150  middle  class  re- 
spondents, 150  working  class  respondents, 
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100  poor  class  respondents,  and  100  rural 
area  respondents. 

Those  respondents  —who  were  respect- 
ively the  head  of  household—  were  asked 
a  standard  set  of  questions  about  the 
social  and  cultural  impacts  of  the  eco- 
nomic crisis.  The  questions  were  di- 
vided into  five  groups:  (1)  General 
Conditions,  which  consist  of  both  per- 
sonal life  and  the  country  as  a  whole; 
(2)  Economic  Crisis  and  Government 
Policy;  (3)  Impacts  of  the  Economic  Crisis 
on  Personal  Life;  (4)  Ideologies  and  Values; 
and,  (5)  Institutional  Confidence. 

The  first  group  of  questions,  i.e.. 
General  Conditions,  is  aimed  at  getting 
the  respondent's  perceptions  of  general 
conditions  at  present  and  those  likely  to 
occur  in  the  next  two  years,  as  well  as 
important  concerns  he  may  have.^^  The 
same  questions  apply  to  both  personal  life 
and  the  whole  country.  The  second  group 
of  questions,  i.e..  Economic  Crisis  and 
Government  Policy,  is  intended  to  get 
the  respondent's  perceptions  of  the  sources 
of  the  crisis  and  the  economic  recovery 
process.  The  third  group  of  questions,  i.e., 
Impacts  of  Economic  Crisis  on  Personal 
Life,  covers  significantly  broader  issues 
designed  to  measure  the  degree  of  change 
In  incbme,  expense,  job,  education,  food 
consumption,  as  well  as  relationships 
among  family  members,  neighbors  and 
friends.  The  fourth  group  of  questions, 
i.e..  Ideologies  and  Values,  consists  of 
a  series  of  hypothetical  questions  in- 


The- use  of  the  masculine  pronoun  in  this 
paper  refers  to  both  genders;  71.1%  of  survey  re- 
spondents were  male  and  28.5%  were  female. 


tended  to  measure  the  respondent's  agree- 
ment with  various  social  and  cultural  at- 
titudes. The  fifth  group  of  questions, 
i.e..  Institutional  Confidence,  is  aimed  at 
measuring  the  respondent's  confidence 
level  in  different  institutions. 

There  are  limitations  to  every  approach; 
and  the  use  of  subjective  qualitative 
questions  is  no  exception.  With  the  de- 
cision to  use  this  type  of  instrument,  the 
loss  of  quantitative  precision  and  the  re- 
liance on  a  small  number  of  respondents 
in  each  location  were  the  price  paid  for 
a  rapid  survey.  A  qualitative  survey 
using  a  purposive  sampling  approach 
was  chosen  since  a  quantitative  survey 
demands  region  sample  sizes  that  are 
simply  too  large.  By  asking  for  qual- 
itative assessments  we  hoped  to  get 
regional  coverage  with  complete  responses 
of  people's  perceptions  of  the  impacts  of 
the  crisis.  It  was  also  necessary  to  limit 
the  number  of  respondents  in  each  area 
to  minimize  the  time  discrepancy  be- 
tween survey  period  and  data  presentation 
given  the  rapid  and  unpredictable  rate 
of  change  presently  seen  in  Indonesia. 

SURVEY  RESULTS 

Personal  Life  and  General  Conditions 
of  the  Country 

From  500  respondents:  47.6%  of  them 
are  satisfied  with  the  way  things  are  going 
now  in  their  personal  lives,  while  those 
dissatisfied  number  44.4%.  Considering 
the  serious  impact  of  a  crisis  now  in  its 
fourth  year,  these  results  seem  mystifying. 
The  key  to  the  paradox  may  be  the  culture 
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of  bei'ng  'nrimo',  Javanese  acquiescence 
to  fate.  And  in  this  result  we  found  what 
may  be  the  most  significant  variation 
from  the  likely  results  of  a  broader  national 
survey  beyond  the  island  of  Java. 

Moreover,  Amsterdam  University  so- 
ciologist Jan  Breman,  suggests  that  the 
impact  of  the  crisis  in  rural  areas  is 

1  ft 

greater  than  in  cities.  This  finding 
would  support  our  survey  results  since 
only  20%  of  our  respondents  live  in  rural 
areas,  thus  their  more  negative  per- 
ceptions would  be  weighted  correspond- 
ingly lower  than  the  80%  of  non-rural 
respondents  holding  more  positive  views. 
Differing  from  Breman,  Selo  Soemardjan, 
a  University  of  Indonesia  sociologist, 
argues  that  the  urban  lower  and  poor 
classes  were  the  first  victims  of  the 
monetary  crisis  because  these  groups  do 
not  have  the  savings  to  support  their 
lives  while  their  expenses  keep  rising. 
He  also  concludes  that  the  impact  of  the 
monetary  crisis  is  generally  more  severe 
in  large  cities  than  in  small  cities  or 
villages.  This  is  because  urban  popu- 
lations have  a  relatively  high  depend- 
ence on  the  US  dollar  and  imported  goods 
while  the  crises  in  agrarian  areas  were 
mainly  caused  by  a  long  drought.^ ^ 


Prof.  Dr  Jan  C  Breman  conducted  research 
in  several  rural  areas  in  West  and  Central  Java 
eight  years  ago.  His  1998  visit  to  the  same 
locations  found  much  greater  levels  of  poverty, 
due  principally  to  large  scale  layoffs  in  various 
formal  sectors  which  caused  unemployment  flow 
to  the  villages.  Together  with  rising  prices  of 
staples,  the  unemployed  added  to  a  social  and 
economic  burden  in  rural  areas.  Kompas,  17  April 
1998. 

Kompas,  20  March  1998. 


In  contrast,  72.6%  of  respondents 
are  dissatisfied  with  the  way  things  are 
going  now  in  the  country.  Given  that 
the  currency  crisis  has  undermined  the 
fouVidations  of  the  financial  and  banking 
systems,  caused  a  rapid  rate  of  inflation, 
weakened  purchasing  power,  caused  mass 
layoffs,  and  evolved  from  a  monetary  crisis 
into  a  social,  economic  and  political  cri- 
sis, this  result  is  not  unexpected. 

On  the  question  of  the  most  important 
concern  about  personal  life,  the  answer  is 
inflation  (35.2%)  followed  by  job  security 
(15.4%)  and  income  (12.2%.).  Inflation 
is  the  first  thing  that  people  worry  about 
because  the  rupiah's  dramatic  drop  im- 
mediately caused  a  substantial  increase 
in  the  consumer  price  index,  especially 

20 

food.  At  first  glance,  it  may  seem 
surprising  that  domestic  food  products 
are  affected  by  exchange  rates.  The  in- 
fluences are  indirect.  For  instance,  chicken 
is  not  an  imported  good  — not  directly 
related  to  the  free  fall  of  exchange  rate 
in  rupiah—  but  chicken  feed  is  an  im- 
ported good,  and  rises  in  feed  prices 
led  to  rises  in  poultry  prices.  The  same 
principle  applied  to  instant  noodles 
and  tempefavourite  foods  among  the 
majority  of  Indonesians,  hence  the 
conclusion  by  Levinshon  et.al.,  that 
price  increases  have  impacted  the  cost- 
of-living  of  poor  households  dispropor- 
tionately hard. 


Given  the  great  amount  of  devaluation 
during  1998,  the  price  of  traded  goods,  especially 
food,  had  risen  more  rapidly  than  the  price  of  non- 
traded  goods  such  as  housing.  The  composite 
44-city  consumer  price  index  showed  that  by 
January  1999,  food  prices  had  risen  133%  com- 
pared with  December  1997,  whereas  housing 
prices  had  risen  by  49%.  BPS,  1999. 
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It  is  interesting  to  note  the  difference 
in  response  when  people  were  asked 
about  their  most  important  concern  for 
the  country.  First  was  crime  (16.6%) 
followed  by  political  leadership  (12.6%), 
and  religion  and  morality  (11.2%).  These 
concerns  again  mirror  the  reality  of 
Indonesian  daily  life  for  the  last  three  years. 
With  many  of  the  poorest  in  society  see- 
ing no  way  to  survive  but  through  petty 
crime  (and  worse),  and  the  breakdown 
of  judicial  processes  that  resulted  in  in- 
creasing instances  of  mob  justice,  the  rule 
of  law  is  now  absent  in  many  areas.  After 
the  fall  of  Soeharto,  neither  the  Habibie 
administration  nor  Wahid's  government 
were  able  to  lead  the  country  out  of  the 
crisis.  These  consecutive  governments 
were  likewise  unable  to  solve  religious 
and  ethnic  clashes  in  Maluku,  Kalimantan, 
and  Sulawesi.  To  the  public  eye,  the  most 
visible  activity  undertaken  by  these  gov- 
ernments and  various  political  figures 
has  been  merely  an  increasing  grappling 
for  personal  advantage  and  political  power. 

Despite  these  social,  economic,  and 
political  problems,  39.8%  of  respondents 
believe  that  their  personal  economic  situ- 
ation will  improve  in  the  next  two  years, 
and  while  57%  of  respondents  believe 
that  the  country's  present  economic  con- 
dition is  bad,  it  is  interesting  to  find  that 
30.8%)!  of  them  believe  that  the  country's 
economic  situation  in  the  next  two  years 
will  improve.  It  is  reasonable  to  suspect 
that  this  optimism  is  primarily  based  on 
wishful  thinking.  In  fact,  the  recovery 
process  in  Indonesia  moves  much  slower 
than  in  Thailand  and  South  Korea.  It  is 
too  easy  to  forget  that  Indonesia  faces 
a  list  of  troubles  beyond  its  economy  — 


chiefly  environmental  (forest  fires,  de- 
forestation, rampant  pollution),  climatic 
(severe  drought),  and  civil-political  (se- 
paratist movements,  sectarian  violence), 
each  becoming  more  problematic  as  the 
months  pass. 

Economic  Crisis  and  the  Govern- 
ment Policy 

The  set  of  questions  in  this  section 
is  mainly  aimed  at  finding  people's 
opinion  on  the  issues  of  the  source  of 
the  crisis,  the  government  policy  to  over- 
come the  crisis,  and  the  recovery  pro- 
cess. From  500  respondents,  42.8%  deem 
the  government  as  the  most  responsible 
for  the  crisis.  Corruption  is  next  —  34.2  %. 
Analytical  debate  over  the  source  of  the 
crisis  has  encompassed  the  issue  of  gov- 
ernance, with  some  analysts  arguing  that 
corruption  and  nepotism  were  responsible 
for  the  collapse  in  Indonesia.  Many  of 
the  comments  on  the  East  Asian  crisis 
of  1997-1998  were  characterized  by  em- 
phasis on  the  alleged  wrongdoing  of 
Asian  governments.  In  particular,  these 
critics  have  blamed  governmental  cor- 
ruption for  some  of  the  unwise  and  inap- 
propriate investment  decisions  of  the  1990s. 
Undeniably  there  has  been  corruption 
in  many  Asian  countries  and  in  some, 
especially  Indonesia,  on  a  very  large  scale. 

Despite  the  fact  that  government  made 
an  effort  to  ease  the  economic  crisis  through 
the  social  safety  net,     which  includes 


^^Total  budget  allocated  for  social  safety  net 
program  in  1998  is  Rp17.5  billion.  This  program 
was  funded  by  Asia  Development  Bank,  World 
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food,  employment,  education,  health  and 
small  business  programs,  the  majority 
of  respondents  (68.6%)  perceive  that  the 
country  is  not  recovering  from  the  economic 
crisis.  Parallel  to  this  opinion,  62.6%  of 
respondents  say  that  government  policy 
in  handling  the  economic  crisis  is  in- 
appropriate. Press  reports  in  November 
1998  asserted  that  only  30%  of  the  total 
social  safety  net  budget  allocated  for  1998 
had  been  spent.  According  to  Mubyarto 
—a  proponent  of  a  populist  strain  of  eco- 
nomics currently  working  for  the  National 
Planning  Agency—  the  social  safety  net 
program  was  attempted  in  a  rush,  without 
adequate  planning  or  supervision.  He 
further  said  that  it  was  not  appropriate  to 
apply  the  same  program  across  the  country, 

ignoring  the  differing  problems  among 
22 

regions. 

Ultimately,  however,  the  failure  of  the 
social  safety  net  program  surp'y  occuf'red 
not  only  through  bad  planning,  but  also 
by  having  been  turned  into  a  'project", 
a  culturally  understood  reference  (incor- 
porating the  ironic  quotation  marks  when 
reported  by  the  press)  to  describe  some- 
thing —especially  a  government  program— 
from  which  one  may  gain  personal  benefit 
through  corruption  or  collusion. 

It  comes  as  little  surprise,  then,  that 
80.6%  of  respondents  assert  that  they 
did  not  receive  any  economic  help  from 
others  since  the  economic  crisis  began  in 


Bank,  Unicef,  and  Indonesian  state  budget.  Kompas, 
24  February  1999. 

^^Kompas,  29  November  1998,  12  February 
1999. 


1997.  For  those  who  received  economic 
help,  nearly  half  say  they  got  help  from 
relatives  or  friends  —  not  from  the  govern- 
ment. This  suggests  that  the  historic  'go- 
tong  royong'  principle  —mutual  help  among 
extended  families  and  communities—  still 
applies  in  Indonesia.  One  wonders,  of  course, 
how  much  longer  the  poor  can  underwrite 
the  poorer. 

However,  in  a  time  of  increasing  na- 
tionalist sentiment,  it  is  surprising  to  find 
that  45%  of  respondents  say  that  interna- 
tional financial  organizations,  such  as 
the  International  Monetary  Fund  (IMF) 
and  the  Wodd  Bank  have  been  helpful  to 
Indonesia.  In  its  attempt  to  overcome  the 
crisis,  the  Indonesian  government  was 
forced  to  seek  the  assistance  of  the  IMF. 
However,  the  IMF's  macroeconomic  pre- 
scription for  Asia  —higher  interest  rates, 
less  government  spending,  higher  taxes- 
was  under  attack.  Joseph  Stiglitz,  chief 
economist  at  the  World  Bank,  sees  the 
Asia  crisis  as  a  crisis  in  confidence.  He 
suggests  that  the  IMF  focus  on  'root 
causes"  of  the  crisis,  not  on  consequences 
that  make  it  difficult  to  deal  with.^^  A 
similar  view  is  held  by  Ross  McLeod,  an 
Australian  academic,  who  argues  that  the 
IMF  has  mishandled  the  Indonesian  situation 
and  taken  the  country  from  a  bad  economic 

24 

crisis  to  a  worse  political  crisis.  Con- 
troversy arose  in  1998  over  the  use  of  IMF- 
organized  loans.  Kadin,  the  Indonesian 
Chamber  of  Commerce  and  Industry, 


The  Wall  Street  journal,  8  January  1998. 
The  Jakarta  Post,  20  March  1998. 
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proposed  that  the  disbursed  funds  be 
used  to  increase  liquidity  in  the  economy 
and  to  help  smaller  banks  faced  with 
liquidity  problems.  Economist  Rizal 
Ramli  argued  that  the  IMF  loans  not 
be  used  this  way,  as  this  would  only  in- 
crease the  country's  external  debt  burden. 
Instead  he  proposed  that  the  govern- 
ment should  declare  a  debt  moratorium. 
A  'negotiating  team'  headed  by  former 
senior  minister  Radius  Prawiro,  was 
formed  to  consult  and  negotiate  with 
the  creditors.  Prawiro's  first  statement 
was  to  reject  the  option  of  a  debt  mora- 
torium.^^ 


Impacts  of  Economic  Crisis  on  Per- 
sonal Life 

Concerning  the  severe  impacts  of  the 
economic  crisis,  it  is  surprising  to  find 
that  only  12.47c  of  respondents  feel  that 
their  life  has  changed  substantially  whereas 
37%  say  their  life  has  not  changed.  The 
rest,  50%  of  respondents,  answer  that 
their  life  has  changed  slightly.  These  re- 
sults suggest  that  the  severity  of  the  impact 
of  the  economic  crisis  was  not  uniform 
across  different  groups  within  cities  and 
likely  vary  even  more  across  the  country. 
It  is  also  possible  that  news  media  reports 
on  the  impact  of  the  crisis  were  oc- 
casionally exaggerated.  However,  there  is 
no  doubt  that  the  economic  crisis  increased 
the  number  of  unemployed  in  Indonesia. 


Bisnis  Indonesia,  22  November  1997. 
The  Wall  Street  Journal,  9  January  1 998. 


The  highest  rates  of  layoffs  occurred  as 
hyper  depreciation  of  the  rupiah  against 
the  US  dollar  led  to  the  collapse  of  many 
industries,  especially  in  the  construction 
sector,  banking  and  other  formal  sectors. 
In  addition,  dramatically  higher  interest 
rates  contributed  to  the  increase  of  un- 
employment as  many  industries  could 
not  afford  the  loans  necessary  to  sustain 

27 

production. 

It  can  be  concluded  that  only  a  small 
percentage  of  respondents  in  Jakarta  and 
Semarang  lost  their  jobs  as  a  result  of 
the  crisis.  The  following  findings  support 
this  conclusion.  A  big  percentage,  71.8%, 
of  respondents  say  that  neither  they  nor 
anyone  in  their  households  lost  a  job 
since  the  economic  crisis  began  in  1997. 
Furthermore,  92.8%  of  respondents  answer 
that  neither  they  nor  their  family  have 
moved  to  another  village  or  town  because 
of  financial  difficulty.  What  has  changed 
is  income  and  purchasing  power.  While 
total  household  income  stayed  the  same 
for  40.4%  of  respondents,  it  decreased  for 
38%  of  respondents.  In  contrast,  80.4% 
of  respondents  say  that  total  household 
spending  increased,  a  result  of  increased 
prices  in  basic  foodstuffs.  Despite  the  sharp 
increase  in  food  prices,  it  is  surprising 


^^It  was  estimated  that  about  36,000  em- 
ployees or  60%  of  total  employees  of  the  auto- 
motive industry  were  temporarily  layoff.  This  is 
due  to  the  high  import  component,  almost  90%, 
in  this  industry  which  further  forced  a  stop  to  pro- 
duction. PT  Astra  International,  the  biggest  auto- 
motive company  in  Indonesia,  stopped  production 
for  some  time  and  did  not  renew  the  contracts 
of  4,000  contract  worker.  The  company  sustained 
huge  losses  —  Rp  2792  billion  in  1997  and  Rp  2.26 
trillion  in  the  first  three  months  of  1998.  Kompas, 
5  January  1998,  11  June  1998. 
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that  85%  of  respondents  did  not  reduce 
the  number  of  meals  or  cook  fewer  dishes. 
It  is  probable  that  many  households  sub- 
stituted less  expensive  food  items  for 
more  expensive  ones.  They  are  also  likely 
to  have  cut  back  on  non-food  expenditures 
in  order  to  maintain  essential  food  pur- 
chases. 

A  certain  degree  of  emotional  susten- 
ance is  also  required  to  cope  with  crisis. 
About  75%  of  respondents  feel  that 
their  relationships  among  family,  friends 
and  neighbors  stayed  the  same.  About 
22%  of  respondents  say  that  their  re- 
lationships have  improved.  Paradoxically, 
the  widespread  difficulties  brought  on 
by  the  economic  crisis  did  not  damage  so- 
ciety in  terms  of  social  relationships  but 
rather  brought  people  into  closer  re- 
lationships. People  believe  that  they 
share  the  same  feelings  about  the  crisis 
and  encounter  the  same  difficulties.  This 
survey  also  finds  that  their  participation 
in  social  gatherings  and  cultural  cere- 
monies occurs  about  as  often  as  before. 


Ideologies  and  Values 

In  this  category,  respondents  were 
asked  to  answer  questions  about  social 
and  cultural  attitudes.  Most  respondents 
disagree  with  the  following  statements: 
(1)  happiness  in  life  is  usually  outside  one's 
control;  (2)  religion  divides  people  in  In- 
donesia; (3)  race  and  ethnicity  divide  people 
in  Indonesia;  (4)  the  main  reason  for 
poverty  is  laziness;  and,  (5)  a  man's  ability 
differs  according  to  race  and  ethnicity. 


In  other  words,  they  believe  that  different 
religions,  races  and  ethnicity  within  the 
country  will  not  disunite  people  in  In- 
donesia. It  is  also  interesting  to  find  that 
58.4%  of  all  respondents  disagree  with 
remark  that  Western  developed  countries 
in  general  are  not  helpful  to  developing 
countries,  such  as  Indonesia.  Thus,  the 
emergence  of  nationalist  sentiment  may 
not  widely  reflect  the  views  of  a  majority 
of  Indonesians  but  rather  reflect  political 
positions  promoted  by  certain  groups 
exercising  the  major  share  of  authority 
within  the  central  government. 

Conversely,  most  respondents  agree 
with  the  following  statements:  (T)  religion 
is  the  most  important  thing  in  life;  (2) 
people  should  be  free  to  choose  his  or 
her  religion;  (3)  business  is  basically  run 
for  profit;  (4)  people  in  general  are  trust- 
worthy; (5)  education  is  the  most  important 
means  for  a  country  to  develop  economic- 
ally; and,  (6)  politicians  in  general  do  not 
care  about  ordinary  people.  It  is  not  dif- 
ficult to  understand  why  there  is  little 
faith  in  politicians.  The  hope  shared  by  a 
majority  of  people  that  the  fall  of  the  New 
Order  government  would  change  the 
political  climate  in  Indonesia  has  faded 
in  the  face  of  the  protracted  fight  among 
the  political  elite  to  preserve  their  own 
interests  —  ignoring  the  huge  problems  af- 
fecting the  ordinary  citizens. 

Institutional  Confidence 

The  last  category  is  a  series  of  questions 
about  how  much  trust  or  confidence  —very 
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high,  high,  low,  or  very  low—  that  people 
have  in  various  institutions.  Most  re- 
spondents, between  42%  and  59%  of 
total  respondents,  have  high  trust  or  con- 
fidence in  the  following  institutions: 
schools,  hospitals,  religious  organizations, 
banks,  labor  unions,  the  civil  service,  and 
the  military.  Aftar  attributing  much  of  the 
blame  for  the  crisis  to  the  government,  it 
is  surprising  to  discover  that  respondents 
in  Jakarta  and  Semarang  have  high  trust 
in  banks,  the  civil  service  and  the  mili- 
tary. Despite  the  collapse  of  the  banking 
system,  inefficient  as  well  as  corrupt 
bureaucracies,  and  a  military  whose 
tendency  to  tread  on  civil  liberties  is 
notorious,  people  still  have  hope  for  these 
institutions.  However,  particularly  regard- 
ing the  military,  this  may  reflect  a 
tendency  to  seek  tranquility  in  turbulent 
times,  to  remember  only  the  relative 
stabil'ity  and  prosperity  of  the  New 
Order  era,  not  its  less  pleasant  attributes. 

In  contrast,  most  people  —between  40% 
and  51%  of  total  respondents—  have  low 
trust  or  confidence  in  the  following  in- 
stitutions: mass  media,  big  companies, 
political  parties,  the  judiciary,  and  political 
leaders.  This  can  be  understood  since  many 
big  conglomerates  —most  of  them  asso- 
ciated with  the  Soeharto  family—  col- 
lapsed soon  after  the  crisis  hit,  causing 
huge  unemployment.  Their  debts  have 
also  cbntributed  to  the  nation's  debt. 


■^"The  National  Planning  Agency  (Bappenas) 
estimated  that  the  number  of  unemployed  in 
1998  was  about  12.4  million,  whereas  the 
Ministry  of  Manpower  estimated  about  13.7  mil- 
lion or  15%  of  the  nation's  93  million  labor  force. 


CONCLUSIONS 

The  monetary  crisis  has  seriously  Im- 
pacted the  economic,  as  well  as  the  social, 
cultural  and  political  life  of  Indonesia.  The 
impacts  of  the  crisis  on  the  Indonesian 
economy  have  been  severe  in  comparison 
to  other  countries  in  the  region.  The 
economic  success  achieved  by  Indonesia 
during  32  years  of  development  was  ruf>- 
tured.  Previously  ranked  by  the  World 
Bank  with  Thailand,  Malaysia  and  other 
NIES  (Newly  Industrializing  Economies), 
Indonesia  again  becomes  a  poor  country. 
The  impact  of  the  crisis  on  social-cultural 
aspects  of  national  development  still 
persist  and  will  require  years  to  address. 

However,  this  survey  finds  that  re- 
spondents' perceptions  toward  the  impact 
of  the  economic  crisis  is  not  completely 
negative.  There  is  a  satisfaction  dis- 
crepancy between  the  way  things  are  go- 
ing now  in  personal  life  and  in  the  country. 
People  clearly  are  dissatisfied  with  what 
has  been  happening  in  the  country.  They 
share  concerns  about  many  issues,  such  as 
inflation,  job  security,  income,  crime, 
ethnic  conflicts,  and  political  leadership. 
Although  they  think  that  the  country's 
present  economic  condition  is  bad,  they 
believe  that  their  personal  and  the  coun- 
try'is  economic  situation  in  the  near  future 
will  improve. 

There  are  further  findings  that  reflect 
dissatisfaction  with  social,  political  and 
economic  conditions  in  the  country. 
Most  respondents  hold  the  government 
most  responsible  for  the  total  crisis,  and 
further  think  that  the  government  is  in- 
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competent  in  its  response.  The  long- 
delayed  recovery  process  has  consequently 
affected  confidence  levels  in  social,  eco- 
nomic and  political  institutions,  i.e.,  mass 
media,  corporations,  political  parties,  the 
judiciary,  and  political  leaders.  Yet  despite 
it  all,  people  have  managed  to  hold  out 
hope  for  a  better  future. 

Whether  the  new  government  of  Mega- 
wati Soekarnoputri  will  succeed  where 
others  have  failed  will  be  determined  first 
by  internal  forces  —the  politics  of  collusion, 
the  culture  of  corruption—  yet  almost  as 
clearly  by  external  influences,  by  the  de- 
veloped world's  reactions  to  and  treatment 
of  Indonesia  in  the  short  term.  Indone- 
sia cannot  recover,  let  alone  prosper,  without 
international  support  and  assistance. 
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